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Financial Industry Regulatory Authority 

Via Facsimile Transmission and US First Class Mail 
(480) 383-1602 

November 21,2012 

Roger W. Hall, Esq. 
Buchalter Nemer 
16435 North Scottsdale Road, Suite 440 
Scottsdale, Arizona 85254-1 754 

Re: Michael Blake, Examination Number 2010021 7105 

Dear Mr. Hall: 

On November 21,2012, the staff advised you that it made a preliminary determination to 
recommend that disciplinary action be brought against your client, Michael Blake. During that 
conversation, the staff also advised you of the nature of the potential violations. Specifically, the 
staffmade a preliminary determination that Mr. Blake engaged in undisclosed private securities 
transactions between approximately February 2006 and March 2007 totaling approximately $3.2 
million in the following Grace Community Properties: Burr Ridge, Romeoville and Deer Park, in 
violation of NASD Conduct Rules 3040 and 21 10. In addition, Mr. Blake violated NASD 
Conduct Rules 3030 and 2 1 IO by engaging in an undisclosed outside business activity. Finally, 
Mr. Blake violated. FWRA Rule 201 0 and NASD Rule 2 1 IO by misleading his firm concerning 
his private securiti'es transactions. 

Please treat this letter as written notification that your client is the subject of an investigation for 
purposes of triggering an obligation on the part of your client to update his Form US (Uniform 
Application for Securities Industry Registration or Transfer) as he is currently registered. 

Please also advise you that in the event your client wishes to file a "Wells" submission indicating 
why an action should not be brought against him for some or all of the proposed alleged 
violations, it is due by December 14th and must not exceed 35 pages. Wells submissions are nor 
treated as settlement documents and any statements contained therein may be used against your 
client at, among otlier things, a FINRA disciplinary proceeding. 

If you have any questions, please call me at (303) 446-3 1 1 1. 

Helkn G. Barnhill 
Senior Regional Counsel 

cc: Director of Compliance 
Ameritas Investment Corporation 

Investor protection, Market integrity. t 3034463100 
f 303 620 9450 

District 3A 
4600 S Syracuse St.. Suite 1400 
Denver, CO 80237-2719 www.finra.org 

http://www.finra.org
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16435 NORTH SCOTEDALE ROAD, SUITE 440 SCOTISDALE, ARIZONA 85254- 1754 BuchalterN TELEPHONE (480) 383- 1 8 0  /FAX (480) 824-9400 
A Prolessional Lmv Corporation 

Direct Dial Number: (480) 383-1845 
Direct Facsimile Number: (480) 383-1602 

E-Mail Address: rhall@buchalfer.com 

December 28,2012 

Via FedEx and E-Mail 

Helen G. Barnhill, Esq. 
Senior Regional Counsel 
FINRA 
4600 South Syracuse Street, Suite 1400 
Denver, CO 80237 

Re: Michael Blake, Examination No. 20100217105 

Dear Ms. Barnhill: 

This will constitute Mr. Blake’s response to the “Wells” notification sent on 
November 21,2012. 

That letter indicates that FXNRA staff has made a preliminary determination that Mr. 
BIake “engaged in undisclosed private securities transactions between approximately February 
2012 and March 2017 totaling approximately $3.2 million . . . .” 

There are several inaccurate statements in that sentence. 

First, Mr. Blake had no reason to believe that the real-estate investments in question wese 
securities . 

For each of those investments, Mr. Blake’s company, Longest Drive, LLC was provided 
with a Subscription and Counterpart Signature Page for Membership Interests. Those documents 
were prepared by the individual investment entities, and countersigned by Mr. Blake on behalf of 
Longest Drive. Each and every one of those subscription agreements contains language stating 
that the investment entities “have informed me [Longest Drive] that the Interest will [sic] be 
registered pursuant to the Securities Act of 1933, as amended (the ‘Act’), or under Arizona or 
any other state’s securities laws based upon your belief that the Interests are not ‘securities’ as 
defined under the Act, or even if so defined, the sale to me [Longest Drive] qualifies for an 
exemption from the registration requirements of said federal and state securities laws.” Copies 
of each of those subscription agreement letters are attachdenclosed for your convenience. 
(Copies of the Romeoville and Deer Park subscription agreements were previously provided to 
FINRA as part of my Sept. 7,2010 letter to Martha Wiseman of your office. A copy of the Burr 
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Ridge subscription agreement was given to Ameritas Investment Corp. for inclusion in its June 4, 
2010 letter to Ms. Wiseman, and another copy was enclosed with my Nov. 12,2012 letter to Ms. 
Susan Byford of your office.) 

Since each of the investment entities had informed Mr. Blake, in writing, that the 
interests being sold did not constitute securities, he had no reason to believe that they were 
securities. Accordingly, he did not treat them as such. 

As you are likely already aware, Longest Drive was formed simply to be an investment 
vehicle for individuals who wished to invest in a particular real-estate development but who 
might not have been able to invest the required amount otherwise. Instead of having each person 
invest in, for instance, Burr Ridge on his or her own, the person would instead write a check to 
Longest Drive, which would then pool all of the checks intended for investment in Burr Ridge 
and write a single check to Burr Ridge. As Burr Ridge paid out profits, each individual investor 
would receive an amount commensurate with his or her pro rata percentage of Longest Drive’s 
total investment in Burr Ridge. And Mr. Blake always made clear to the investors that Longest 
Drive was completely separate from either Carillon or Ameritas. Finally, each investor decided 
for him or herself whether to invest. Mi. Blake had no control over the money being provided 
to Longest Drive. 

Longest Drive was formed by Mr. Blake and some of his friends. And since Longest 
Drive was only investing on behalf of friends and family of its members, it did not charge any of 
those people commissions, handling fees, or in any way make a profit. Mr. Blake handled the 
investments, disbursements, and K-1s on his own, for no compensation whatsoever. Finally, 
Longest Drive is no longer making investments, and exists only to pay investors if the current 
investments should begin to turn a profit. 

In further support of Mr. Blake’s position that neither he nor Longest Drive received any 
compensation, attachedlenclosed is a Ietter from Donald Zeleznak, the managing member of 
Grace Communities/Grace Capital LLC. The letter states that Longest Drive never received any 
commissions or compensation from Grace, and was not given any special treatment by Grace. 
This letter was previously provided to FINRA in my February 14,2012 letter to Susan Byford of 
your office as a follow-up to Ivlr. Blake’s January 19,2012 in-person examination. 

Second, the Wells letter states that Longest Drive’s transactions were “undisclosed.” 
That is also incorrect. As Mr. Blake has repeatedly stated, he always disclosed Longest Drive’s 
activities to his broker-dealer. First to Carillon Investments, Inc., and after Carillon was acquired 
by Ameritas Investments Corp., he disclosed Longest Drive’s activities to Ameritas. 

Attached/enclosed is Mr. Blake’s Outside Business Activity Questionnaire from fall 
2002, in which Longest Drive’s activities are described in detail. After reviewing that detailed 
description of Longest Drive’s activities, Carillon approved it. 
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As set forth Mi. Blake’s explanatory letter to Carillon, he received ‘no fees, 
compensation or additional benefit for handling investment through Longest Drive other than 
[his] proportional percentage of profit, if any is generated.” In other words, the only benefit that 
Mr. Blake would receive was the pro rata return on investment that any other investor would 
receive, since he was an investor himself. Neither he nor Longest Drive ever received any form 
of compensation for facilitating the investments in the various real-estate projects. 

And while the number of Longest Drive’s investors grew as the real-estate projects 
continued to turn profits, the nature and manner of what Longest Drive was doing never 
changed, and neither Mr. Blake nor Longest Drive ever received any compensation. 

Mr. Blake continued to disclose Longest Drive’s activities as an outside business activity 
for every year after that, both to Carillon and to Ameritas. Ameritas has its employees submit 
their OBAs online and Mr. Blake does not have access to those electronic records, but you can 
undoubtedly receive them (if you have not already) from Ameritas. Notably, neither Carillon nor 
Ameritas ever raised red flags about Longest Drive, ever advised Mr. Blake that he was dealing 
in securities, or ever told him to cease that activity. If either of those entities had been concerned 
that one of its top-selling employees was improperly selling securities, one or both would have 
doubtless informed Mr. Blake of that fact, if for no other reason than to protect themselves. 
Since neither Carillon nor Ameritas ever advised him to stop what he was doing, Mr. Blake 
therefore had no reason to suspect that he was doing anything which could be considered 
improper. 

Moreover, each year from 2003 to 2012 first Carillion and then Ameritas sent auditors to 
Mr. Blake’s office to physically audit his files and activities. Not once over what was nearly a 
decade did a single auditor ask for information concerning Longest Drive or any of its projects. 

Third, the Wells letter states that Mr. Blake engaged in transactions “totaling 
approximately $3.2 million . . . .” That is also incorrect. Mr. Blake did not bring all of the 
investors into Longest Drive. Indeed, he only brought eight investors in, and their investments 
totaled approximately $1.7 million dollars. All of Longest Drive’s other investors were brought 
in by other Longest Drive members. The investors that Mr. Blake brought in, and the amount of 
their investment, are as follows: 

Steven Bernstein 
Roger Wooley 
Pam Pont 
Dan and Kathy Hinsley 
Larry Hampton 
Jack Saunders 
Doug and Kira Pippert 
Dan Gallagher 

$175,000 
$340,000 
$ 50,000 
$690,000 
$100,000 
$200,000 
$100,000 
$ 50,000 
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As you can see, those investments only total $1,705,000, not the $3,200,000 stated in the 
Wells letter. 

As to the nature of those investors, Mr. Bernstein is a friend from Mr. Blake’s 
neighborhood. Mr. Wooley has been friends with Mr. Blake for more than thirty years, and Ms. 
Pont for more than twelve years. Mr. Hinsley is one of Mr. Blake’s golfing buddies, and Mr. 
Hampton is friends with Mr. Blake through their church. Mr. Saunders is a friend, and Mr. 
Pippert was a friend at the time. And even though the Pipperts filed a complaint against Mr. 
Blake, he still manages their accounts. Finally, Mr. Gallagher has been friends with Mr. Blake 
for nearly a decade. 

In addition to being friends, some of those individuals were also clients of Mr. Blake, 
specifically, Mr. Wooley, Ms. Pont, the Hinsleys, the Pipperts, and Mr. Gallagher. And 
Mr. Saunders became a cIient after he invested through Longest Drive. 

Regarding the investments themselves, the prospectus for each of the projects states, in 
large lettering on the page immediately following the table of contents, that: “[tlhis is a highly 
speculative real estate development project and should only be made by persons who could 
afford to those their entire investment.” (Emphasis added.) 

This can be seen in the attached/enclosed prospectuses for Burr Ridge and Romeoville. 
These documents were previously provided to Ameritas for submission to FINRA with 
Ameritas’s June 4,2010 letter to Ms. Wiseman. (Mr. Blake has been unable to locate the Deer 
Park prospectus, but is confident that the Risk Analysis for that project is identical to the other 
two.) 

It is also important to note that not a single Longest Drive investor has ever filed a 
complaint against Mr. Blake as a result of Longest Drive’s investments. This includes the 
Pippert complaint, which did not mention Longest Drive at all. 

Regarding Mr. Blake’s alleged violations of NASD and FINRA conduct rules, he 
strongly denies any such violations. The Wells letter lists three NASD rules and one FINRA rule 
that he allegedly violated. But one of the NASD rules, 3030, has been “retired” and is therefore 
no longer in force. And another, 21 10, address ‘‘front running,” and thus has no appIication to 
this case. 
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To the extent that FINRA intended to allege violations of different rules, whether under 
NASD or FINRA, Mr. Blake does not consider the current Wells letter sufficient notice of any 
such allegations, and reserves the right to object to any further investigation under rules not 
currently listed. Without waiving that objection, however, Mr. Blake wilI nevertheless address 
the rules that are properly listed, as well as the rule that superseded NASD Rule 3030. 

The Wells letter states that Mr. Blake’s involvement in the Burr Ridge, Romeoville, and 
Deer Park investments constituted violations of “NASD Conduct Rules 3040 and 21 10.” 

Concerning NASD Rule 3040, it states that: “No person associates with a member shall 
participate in any manner in a private securities transaction except in accordance with the 
requirements of this Rule.” NASD Rule 3040(a). 

As explained above, though, for each of the real-estate transactions in question Mr. Blake 
was informed, in writing, by the investment entity that those investment interests did not 
constitute securities. Since according the written notice that Mr. Blake received there were no 
“private securities transactions,” there was no violation of the Rule. 

Rule 3040 goes on to state that “[p]rior to participating in a private securities transaction, 
an associated person shall provide written notice to the member with which he is associated 
describing in detail the proposed transaction and that person’s proposed role therein and stating 
whether he has received or may receive selling compensation in connection with the transaction; 
provided however that, in the case of a series of related transactions in which no selling 
compensation has or will be received, an associated person may provide a single written notice.” 
NASD Rule 3040(b). 

As also explained above, Mr. Blake did in fact provide, fiist to Carillon and then to 
Ameritas, detailed written notice describing Longest Drive’s proposed transactions, his role, and 
the fact that he would not be compensated. And again, neither Carillon nor Ameritas ever raised 
any red flags, ever told Mr. Blake that they believed he was selling securities, or ever told him to 
stop. And even after in-person audits of his files, every year, neither of the broker-dealers ever 
inquired about Longest Drive or its projects. Thus, even if the transactions at issue were 
securities, Mr. Blake complied with the requirements of NASD Rule 304O(b) by giving his 
broker-dealers written notice that explained the transactions, his role, and the fact that he 
received no compensation. ’ 

In spite of this evidence that there has been no violation, if FINRA nevertheless 
determines that a violation of Rule 3040 has occurred, Mr. Blake should be given the minimum 
sanction, because he had justifiable reason to believe that the transactions were not securities; he 
fully disclosed the transactions and his involvement in them to his broker-dealers; those broker- 
dealers raised no objections; and Mr. Blake received no compensation. 
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Concerning NASD Rule 2110, sub-rule 2110-1 is “reserved,” and contains no actual text. 
There is no sub-rule 21 10-2, and sub-rule 21 10-3 concerns “front running” and is therefore 
inapplicable to this case. As stated above, it is Mr. Blake’s position that whatever NASD Rule 
was meant to be referenced instead of Rule 21 10, he has not been provided proper Wells notice 
of that Rule or its alleged violation. 

The Wells letter Eurther claims that “Mr. Blake violated NASD Conduct Rules 3030 and 
21 10 by engaging in an undisclosed business activity.” 

Regarding NASD Rule 3030, that Rule has been “retired,” and is no longer applicable. 
To the extent that Mr. Blake is being charged with violating the Rule that superseded NASD 
Rule 3030 (FINRA Rule 3270), his position is that proper Wells notice has not been given as to 
any such violation. 

Without waiting that objection, however, Mr. Blake asserts that he did not violate the 
superseding rule, FINRA Rule 3270, either. 

That Rule states: 

No registered person may be an employee, independent contractor, 
sole proprietor, officer, director or partner of another person, or be 
compensated, or have the reasonable expectation of compensation, 
from any other person as a result of any business activity outside 
the scope of the relationship with his or her member f i i ,  unless 
he or she has provided prior written notice to the member, in such 
form as specified by the member. 

As detailed above, Mr. Blake was neither compensated, nor had an expectation of 
compensation, from his activities with Longest Drive. As such, there was no violation of FXNRA 
Rule 3270, the Rule that superseded NASD Rule 3030. 

As to NASD Rule 21 10, as set forth above, that rule address front running, and is not 
applicable in this case. 

And regarding the allegation that Mr. Blake engaged in “undisclosed outside business 
activity,” that is not borne out by the evidence. Attachedlenclosed and previously discussed is 
the detailed description that Mr. Blake provided to Carillon, Ameritas’s predecessor, concerning 
Longest Drive. After reviewing that information, CarilIon approved Mr. Blake’s activities with 
Longest Drive. As Carillon’s successor, Arneritas not only had access to and knowledge of 
Mr. Blake’s disclosure, he listed his Longest Drive involvement as an outside business activity 
each year he was with Ameritas as well. Each broker-dealer also performed in-person audits of 
Mr. Blake’s files every year and never questioned him about any of Longest Drive’s activities. 

BN 13050204~1 
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And as stated previously, while the number of Longest Drive’s investors grew over time, the 
nature of those investments and the nature of Mr. Blake’s involvement did not change. Nor did 
he ever receive any compensation for that involvement. Thus, there was no “undisclosed 
outside business activity.” 

Concerning the final rule that Mr. Blake is alleged to have violated, FINRA Rule 2010, it 
states that: “[a] member, in the conduct of its business, shall observe high standards of 
commercial honor and just and equitable principles of trade.” 

Since Mr. Blake did not violate any other rules, though, there is no basis to determine that 
he violated FINRA Rule 2010 either. Because without other violations, there are no grounds 
upon which to conclude that Mr. Blake did anything but observe “high standards of commercial 
honor and just and equitable principles of trade.” Moreover, and as explained repeatedly above, 
Mr. Blake did not receive Compensation for his activities on behalf of Longest Drive; all 
investors were fully apprised of the risk; he fully disclosed his involvement in and lack of 
compensation from Longest Drive to his broker-dealers and his broker dealers never raised any 
objections. 

* * :F 

Regarding discipline, Mr. Blake’s position is that he should not be subject to any, and if 
he is, it should be minimal. The very first principle of the FINRA Sanction Guidelines is that 
“sanctions are remedial in nature and should be designed to deter future misconduct and to 
improve overall business standards in the securities industries.” FINRA Sanction Guidelines, 
General Principles Applicable to All Sanction Determinations (“General Principles”), section 1. 

Here, Mr. Blake acted on written information that the investments in questions were not 
securities. Moreover, he disclosed his actions to each of his broker-dealers on an annual basis. 
Neither of those broker-dealers made any objection to his actions, nor did they advise him that he 
was dealing in securities-even after performing in-person audits of his files every single year. 
Nor did he ever receive any compensation. Based upon those written assurances, his broker- 
dealers’ lack of warning or objection, and the fact that he received no compensation, Mr. Blake 
did not believe that he was engaging in any improper activity. And it would not serve the 
Sanction Guidelines’ mandate that sanctions be remedial and designed to deter future misconduct 
if MI. Blake were disciplined for activity he had no reason to believe was wrong. 

The Sanction Guidelines also state that “[d]isciplinary sanctions should be more severe 
for recidivists.” 

Until his involvement with Longest Drive and the fallout from that venture, Mr. Blake 
had no history of sanctions or even investigations with IFBRA. And as the Sanction Guidelines 
indicate, severe discipline should be reserved for recidivists. Mr. Blake, however, does not fall 
into that category. As a result, if any sanction is issued against him it should not be severe. 

BN 13050204~1 



BuchalterNemer 
Helen G. Barnhill, Esq. 
December 28,2012 
Page 8 

Further, if FINRA determines that sanctions are appropriate, the alleged violations should 
be “batched,” rather than looked at individually, since all arose from the same activity and 
through the same entity, Longest Drive. 

The Sanction Guidelines advise that violations may be batched where “the violative 
conduct was unintentional or negligent. . . or the violations resulted from a single systemic 
problem or cause that has been corrected.” Sanction Guidelines, General Principles, section 4. 
As previously stated, based upon written assurances that he had received and his broker-dealers’ 
lack of notification to the contrary, MI-. Blake did not believe he was engaged in any 
wrongdoing. As a result, “the violative conduct was unintentional.” 

Moreover, all of the alleged violations arose from “a single systemic problem or cause 
that has been corrected.” The transactions in which Longest Drive engaged have not changed 
since fall 2002 when Mr. Blake F i t  disclosed his activities to Carillion. Those transactions were 
therefore from “a single systemic problem or cause.” And since Longest Drive is no longer 
making investments, that cause “has been corrected.’’ As such, the Longest Drive transactions 
should be batched and treated as a single violation. 

The Sanction Guide also indicates that “[a]djudicators should consider a respondent’s ill- 
gotten gain in determining an appropriate remedy.” Sanction Guidelines, General Principles, 
section 6. 

Here, Mr. Blake did not receive any gain. He was not compensated for anything he did 
through or for Longest Drive. Any gain or loss he realized was the same, on a pro rate basis, as 
that of any other investor because of the fact that he was an investor in each of the transactions as 
well. Since a respondent’s “ill-gotten gain” must be considered in the determination of a 
sanction, Mr. Blake’s lack offinancialgain should certainly be a factor in assessing any 
sanction as well, See, Sanction Guidelines, General Principles, section 6. 

Regarding the specific rules that Mr. Blake is alleged to have violated, only one of them, 
NASD Rule 3040, is specifically mentioned in the Sanction Guidelines. And most of the 
considerations listed in that Rule do not apply to Mr. Blake’s situation. Mr. Blake only sold to 
nine customers; the “products” Longest Drive sold have not been found to involve a violation of 
federa1 or state securities laws, nor of federal or state SRO rules; neither Mr. Blake nor Longest 
Drive had a proprietary or beneficial interest in the sales they conducted; Mr. Blake never 
attempted to create the impression that his employer was involved in the activities of Longest 
Drive; the sales conducted through Longest Drive did not cause injury to the investing public 
because each investor was provided a prospectus detailing the risk, made the investment decision 
on his or her own, controlled the amount of his or her investment-and never filed any 
complaints; Mr. Blake provided his employer firm with repeated written documentation of 
Longest Drive’s activities; Mr. Blake was never instructed by either of his firms not to engage in 
the Longest Drive activities; Mr. Blake did not recruit other registered individuals to sell 

BN 13050204~1 



BuchalterN emer 
Helen G. Barnhill, Esq. 
December 28,2012 
Page 9 

interests in the investment properties; and Mr. Blake never misled his broker-dealers as to his 
involvement in Longest Drive, in fact the opposite is true, he advised his broker-dealer that 
Longest Drive was an outside business activity each and every year. See Sanction Guidelines, 
Selling Away (Private Securities Transaction), FINRA Rule 2010 and NASD Rule 3040. 

And while Longest Drive admittedly worked with certain of Mr. Blake’s broker-dealer 
clients, many of those individuals were also longtime friends of Mr. Blake. So there is certainly 
some ambiguity as to whether he was acting in his capacity as a longtime friend or in his 
capacity as a financial advisor when he told those individuals about the projects Longest Drive 
was investing in. And given that Mr. Blake never received any compensation, the facts point 
more in the direction of “friend” than “financial advisor.” 

Mr. Blake was told, in writing, that the projects Longest Drive was investing in did not 
constitute securities. Re gave both of his broker-dealers, first Carillion and then Ameritas, a 
detailed description of his involvement in Longest Drive. Neither of those broker-dealers ever 
raised any red flags, ever toId him that he was dealing in securities, or ever told him to stop. Mr. 
BIake’s files were physically audited every year by his broker-dealers and not once did an 
auditor ever ask about Longest Drive. Mr. Blake had no control over the funds that a friend or 
family member provided to Longest Drive; each of those friends or family members made his or 
her own investment decision, and each one was presented with a prospectus plainly stating the 
risk involved. Finally, and perhaps most importantly, Mr. Blake received not a dime of 
compensation for his involvement in Longest Drive. 

The foregoing facts weigh very strongly in favor of not proceeding with any type of 
disciplinary action against Mr. Blake. But if discipline is imposed, it should be minimal given 
the circumstances. 

Both I and Mr. Blake are available to answer additional questions should you have any. 

Sincerely, 

BUCHALTER NEMER 
A Professional Corporation 

Roger W. Hall 

RWH:jkg 
Enclosures 
cc: Mr. Michael Blake (via e-mail only) 

Sara Andres, Esq. (via e-mail only) 
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TO: 

FROM: 

FINANCIAL INDUSTRY REGULATORY AUTHORITY (FINRA) 
NOTICE OF COMPLAINT 

Disciplinary Proceeding No. 20100217105-01 
Date: March 2 1,201 3 

Michael J. Blake . 
c/o Roger W. Hall, Esq. 
Buchal terNemer 
16435 North Scottsdale Road, Suite 440 
Scottsdde, A 2  85254-1754 

FINRA District No. 3 - Denver 
Department of Enforcement 
4600 S. Syracuse Street, Suite 1400 
Denver, CO 80237 

You are notified that a Complaint has been issued by the Department of Enforcement, a copy of 

which is attached, alleging that you have violated certain FINRA RuIes, NASD Rules, NYSE 

Rules, Municipal Securities Rulemaking Board Rules andor provisions of the federal securities 

laws. 

All individual Respondents named in this proceeding are reminded of the requirement to update 

immediately their Uniform Application for Securities Industry Registration or Transfer (Form 

U4) upon receipt of this Notice of Complaint to reflect that they have been named a Respondent 

in this Complaint. Any firm named in this proceeding is reminded of the requirement to update 

immediately its Uniform Application for Broker-Dealer Registration (Form BD) upon receipt of 

this Notice of Complaint to reflect that it has been named a Respondent in this Complaint. In 

addition, you are required during the pendency of this proceeding to notify immediately this 

ofice and the Office of Hearing Officers, in writing, of any change in your address. 



ANSWR: Pursuant to FINRA Rule 921 5 of FINlRA's Code of Procedure, you are required 

within 28 days after service of this Complaint upon you, by no later than ApriI 17,2013, to 

answer this Complaint, in the manner and form described by F N R A  Rule 921 5, and to serve 

your Answer to the Complaint on all other parties pursuant to FINRA Rule 9 133. Service of 

your Answer to the Department of Enforcement should be made to Helen Barnhill, Senior 

Regional Counsel, at the address referenced above. At the time of such service upon aIl parties, 

you are also required to file the signed original and three copies of your Answer with the Office 

of Hearing Officers pursuant to FINRA Rules 9135,9136, and 9137. Filing of your Answer with 

the Office of Hearing Officers should be directed to the Office of Hearing Officers, FZNRA, 1735 

K Street, N.W., 2nd Floor, Washington, D.C. 20006, telephone (202) 728-8008, or you may fiZe 

your Answer electronically: OHOCaseFilingsO.finra.org. Papers are deemed timely filed with 

the Office of Hearing Officers if received by the Office of Hearing Officers within the specified 

time period. 

The Answer must admit, deny or state that you do not have or are unable to obtain sufficient 

information to admit or deny each allegation in the Complaint. Any affirmative defense must be 

stated in the Answer. Pursuant to FINRA Rule 921 5(c), if you file a motion for a more definite 

statement, it must accompany your Answer. 

Pursuant to FINRA Rule 922 I, your Answer must specifically state whether you request a 

hearing on the allegations of the Complaint or whether you waive a hearing. The Office of 

Hearing Officers will later notify you of the hearing date and location. If you waive a hearing, a 

hearing may nevertheless be ordered pursuant to FNRA Rule 9221 (b) or (c). If no hearing is 
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ordered, the Office of Hearing Officers will notify you concerning your opportunity to submit 

documentary evidence for consideration. 

If the Complaint alleges at least one cause of action bvolving a violation of a statute or rule 

described in F W  Rule 9 120(u) relating to the quotation of securities, execution of 

transactions, reporting of transactions or other specified trading practice rules, you may propose 

that the Chief Hearing Officer select one of the panelists for your hearing from the Market 

Regulation Committee. 

INSPECTION AND COPYING OF DOCUMENTS IN POSSESSION OF STAFF: You are 

hereby advised that, pursua.$ to FNRA Rule 925 1, unless othexwise provided, no later than 21 

days after the filing date of your Answer (or, if there are multiple Respondents, not later than 21, 

days after the filing of the last timely Answer), the Department of Enforcement shaIl commence 

making available for inspection and copying by any Respondent, certain documents prepared or 

obtained by the Department of Enforcement in connection with the investigation leading to the 

institution of these proceedings. In that regard, contact Helen Bamhill to make arrangements. 

Please note that a Respondent shall not be given custody of the documents or be permitted to 

remove them from the offices of FINRA. However, a Respondent may obtain a photocopy of 

any documents made available for inspection; 'the Respondent shall pay the cost of any such 

copying of documents. 

OFFER OF SETTLEMENT Pursuant to FINRA Rule 9270, you may propose a written Offer of 

Settlement at any time. You may obtain the required format from the aboveinamed staff 
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attorney. Discussions with the stafTconcerning possible settlement or the submission of an Offer 

do not relieve you of the obligation to timely file an Answer to the charges. 

PRIMARY DISTRICT COMMITTEE: The Department of Enforcement has proposed District 

No. 3 as the Primary District Committee for this proceeding based on the following factors: 

Respondent Michael J. Blake is located in District No. 3 and the dleged violations occurred in 

that District. You may propose the same or another District as the Primary District Committee 

for this proceeding, with the filing of your Answer. The Office of Hearing Officers will 

designate, pursuant to FINRA Rule 9232(c), the Primary District Committee. 

PROPOSED HEARING LOCATION: The Department of Enforcement has proposed Phoenix, 

Arizona, as the appropriate location for any hearing in this proceeding. Pursuant to FINRA Rule 

9221 , you may propose an appropriate location for any hearing, with the filing of your Answer. 

, 

The assigned Hearing Officer will designate, pursuant to FNRA Rule 9221(d), the location of 

any hearing. 

REPRESENTATION: Pursuant to FINRA Rule 9141, any Respondent may be represented by an 

attorney. Ahernatively, an individual may appear on his own behalf; a member of a partnership 

may represent the entity; and a bona fide oficer of a corporation, trust or association may 

represent the entity. 



NOTICE OF APPEARANCE: You are advised that the Department of Enforcement is 

represented in this matter by Helen Barnhill, Senior Regional Counsel, FINRA Department of 

Enforcement, 4600 S. Syracuse Street, Suite 1400, Denver, CO 80237, (303) 446-3100. 

GOVERNING RULES: You are directed to FINRA Rule 9000, et seq., 

http://finra.comdinet.com, for additional pertinent rules governing these proceedings. 

Enclosure: Complaint 
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FINANCIAL INDUSTRY REGUI,ATORY AUTHORITY 

OFFICE OF HEARING OFFICERS 

Department of Edorcement, 

Complainant, 

V. 

Michael James Blake (CRD No. 2022161), 

Respondent. 

Dr s CIPLINARY PROCEEDING 
No. 2010021710501 

COMPLAINT 

The Department of Enforcement alleges: 

SUMMARY 

1. Respondent Michael James Blake, acting outside the course and scope of his 

employment with his employing member firms, participated in private securities 

transactions involving the investment of more than $3.2 million by approximately 

twenty-eight investors in three investment contracts, without providing prior written 

notice to his f m s  of his proposed roles in the transactions. As a result of the 

foregoing, the Respondent violated NASD Conduct Rules 3040 and 2 1 IO. 

2. On numerous forms, Respondent misled his employing member fims regarding his 

involvement in the foregoing private securities transactions and his participation in 

the outside business activity through which the transactions were effected, in 

violation of NASD Conduct Rule 21 10 and FMRA Rule 2010. 



3. Finally, Respondent failed to disclose a separate, reIated outside business activity to 

his employing member firm, in violation of NASD Conduct Rules 3030 and 21 10 and 

FMRA Rule 2010. 

RESPONDJiNT AND JURISDICTION 

4. The Respondent entered the securities industry in or about December 1989 as an 

associated person of ELA, a FINRA member. He became registered with that firm 
i 

(which had since changed its name to AX) as an Investment Company and Variable 

Contracts Products Representative and Principal in February 1990 and January 1996, 

respectively, as a General Securities Representative in June 1999 and as a General 

Securities h c i p a l  in December 1999. 

5.  On November 1,2002, the Respondent became registered with FINK4 member firm 

Carillon Investments, Inc. (“Carillon”) in each of the foregoing capacities. 

Respondent’s association with Carillon ceased on or about June, 2006 when these 

same registrations were transferred to Ameritas Investment Corporation (“Ameritas”). 

6. The Respondent is currenfly registered with Ameritas in those same capacities. 

7. Under Article V, Section 2 of FMRA’s By-Laws, FINRA has jurisdiction to file this 

action because the Respondent is currently registered and associated with heritas,  a 

FINRA member; and the Complaint charges him with misconduct committed while 

he was registered or associated with FINRA member firms. 
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FIRST CAUSE OF ACTION 
Selling Away (Private Securities Transactions) 

(NASD Conduct Rules 3040 and 21 10) 

8. The Department realleges and incorporates by reference paragraphs 1 through 7 

above. 

9. In or about April 2002, the Respondent formed an LLC so that he and three 

colleagues could pool fimds to invest in commercial real estate projects. 

. 

10. In October 2002, the Respondent notified Carillon of the existence of the LLC in a 

letter dated October 16,2002 and an Outside Business Activity Questionnaire COBA 

Form”) which he submitted on or about October 21,2002. In the two documents, 

Respondent disclosed the business as a “private investment” in commercial real estate 

development by him and four friends, two of whom were former clients of ELA. He 

further disclosed that he would not spend any time on the business, in which he had a 

twenty-percent interest and that he received no compensation fiorn the business. 

Respondent further represented that, after the LLC selected a particular real estate 

project, its members would each write a check to the LLC and Respondent, who had 

signatory authority for the LLC’s bank account, would in tum write a check to the 

real estate development project on behalf of the LLC. The outside business activity, 

as disclosed, was approved on October 16,2002 by Carillon’s Chief Compliance 

Officer. 

1 1. By the summer of 2007, the LLC’s size and scope had expanded beyond the several 

individuals who initially formed the entity, in that approximately twenty-five 

individuak, who were not members of the LLC, had provided funds to the LLC to 

make investments in real estate development projects through the LLC. None of 
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these individuals signed a membership agreement with the LLC, and the LLC’s 

Operating Agreement was never amended to reflect the addition of new members. 

12. Between approximately February 2006 and June 2007, the LLC invksted 

approximately $3,200,000 in real estate properties being developed by GC, a real 

estate development enterprise organized as a limited liability company. The invested 

funds were provided by twenty-eight investors as follows: six persons invested 

$250,000 in Development 1 between August and November 2006; three persons 

invested $200,000 in Development 2 in October and November 2006 and twenty- 

three persons invested approximately $2,755,000 in Development 3 between 

February 2006 and June 2007 (collectively, the “LLC Investments.”). 

these investors were customers of Carillon and/or Ameritas at the time of their 

respective investments. The Respondent personally invested in each of these three 

Twelve of 

projects. 

13. Respondent participated in the sale of the LLC Investments by SoJiciting investors, 

receiving, processing and forwarding the funds that were invested, providing the 

investors with documentation evidencing their investments, functioning as the point 

of contact between the investors and GC, apprising the investors of the status of the 

LLC Investments and causing the preparation of Schedule K1 forms. 

14. The Respondent completed Ameritas Annual Compliance Questionnaires 

(“Questionnaires”) on September 18,2006, October 1,2007, July 3 1,2008 and June 

28,2009. In each of the Questionnaires, the Respondent answered “yes” when asked 

if he understood he was not permitted to commingle his funds with a client’s funds 

and that he was not to accept a client’s check made payable to him or any entity or 
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person associated with him for a securities transaction. Even after answering “yes” 

to these questions on September 18,2006, the Respondent continued to accept checks 

made payable to the LLC and in October and November 2006, he conmingled his 

funds with client’s funds in the LLC’s bank account. 

15. Each investment of funds in the LLC was the purchase of a security in the form of an 

investment contract. The LLC was a common enterprise in which investor funds were 

pooled. The investors’ returns were to be derived wholly fiom the efforts of the LLC 

and GC, the entity in which their pooled funds would be invested by the LLC. 

16. Respondent effected the LLC Investments outside the regular course and scope of his 

employment with Carillon and Ameritas. Therefore, the transactions are private 

securities transactions. 

17. The Respondent never advised Carillon or h e r i t a s  orally or in writing that he was 

participating in the private securities transactions described above. To the contrary, 

as set forth below, between 2006 and 2008, he indicated each year, in annual 

compIiance questionnaires, that he had not engaged in private securities transactions. 

18. GC filed for bankruptcy in 2009. To date, none of the investors in the LLC 

Investments have received a return of their principal or any interest or other 

payments. 

19. As a result of the foregoing, the Respondent participated in private securities 

transactions without providing to Ameritas and Cqillon prior written notice in the 

form required by NASD Conduct Rule 3040, as required by NASD Rule 3040(b). He 

therefore violated NASD Conduct Rules 3040 and 21 10. 
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SECOND CAUSE OF ACTION 
(Providing False Information to Member Firm Employer and Omitting to Correct 

Inaccurate Information) 
(NASD Rule 21 10 and FINRA Rule 201 0) 

20. The Deparbnent realleges and incorporates by reference paragraphs 1 through 19 

above. As noted above, the Respondent completed Questionnaires on September 18, 

2006, October 1,2007, July 3 1 , 2008 and June 28,2009. In each of the 

Questionnaires he falsely answered “no” when asked if he had engaged in private 

securities transactions. 

21. The Respondent did disclose the LLC as an outside business in OBA Forms on 

August 31,2003, September 8,2004, March 14,2005 and October 1,2007. 

22. However, the Respondent did not disclose the LLC as an outside business in OBA 

Forms which he completed on September 18,2006 and July 3 1,2008, inquiring into 

all of his outside business activities. 

23. The size, scope and activity of the LLC changed significantly after Respondent’s 

initial disclosure in 2002 that he and four friends had formed an entity to invest in 

c o m m i a l  real estate. By 2007, the LLC had become an investment vehicle for 

approximately 25 other individuals to pool fhds  for investments in various real estate 

development projects and Respondent was substantially involved in this expanded 

business. These changes caused the initial. disclosure to become inaccurate and, given 

the nature and extent of its activities, misleading. Respondent did not amend or 

update the outside business disclosure concerning the LLC at any time. 

24. By providing false and incomplete information on compliance questionnaires and by 

failing to update and correct his outside business disclosure, as described above, 
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Respondent misled Ameritas. By misleading the firm, the Respondent deprived his 

employer of information that could have resulted in the detection of his participation 

in private securities transactions, notwithstanding his failure to make an affirmative 

disclosure in the Questionnaires. 

* 25. By providing false and misleading infomation to Ameritas from September 2006 

through December 14,2008, Respondent violated NASD Conduct RuIe 2 1 10. By 

providing false and misleading information to Ameritas fiom December 15,2008 

through June 28,2009, Respondent violated FR\TRA Rule 2010. 

THIRD CAUSE OF ACTION 
Outside Business Activities-Failure to Comply with Rule Requirements 

VASD Conduct Rules 3030 and 2 1 10 and FlNRA Rule 201 0) 

26. The Department realleges and incorporates by reference paragraphs 1 through 25 

above. 

27. Respondent caused a second limited liability company to be created and to be 

incorporated in Arizona on or about November 29,2006 (“LLC II”). Respondent was 

the Managing Member of LLC II, owning twenty percent or more of the business. 

LLC I1 was set up so that any investments made after Development 3 would be made 

through that entity instead of the first LLC. Respondent closed LLC II in or about 

November 201 0. 

28, The Respondent failed to provide Ameritas with any notice at all, including written 

notice, of LLC 11. 

29. As to conduct occurring from November 29,2006 through December 14,2008, the 

Respondent’s failure to provide prompt written notice of LLC I1 to Ameritas violated 
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NASD Conduct Rules 3030 and 21 10. As to conduct occurring from December 15, 

2008 through November 30,2010, the Respondent's failure to provide prior written 

notice of LLC XI to Ameritas violated NASD Conduct Rule 3030 and FMRA Rule 

20 10. 

RELIEF REQUESTED 

WHEREFORE, the Department respectfully requests that the Panel: 

A. make findings of fact and conclusions of law that Respondent committed the 

violations charged and alleged herein; 

order that one or more of the sanctions provided under FINRA Rule 83 1O(a) be 

imposed, including that Respondent be required to disgorge fully any and all ill- 

gotten gains and/or make full and complete restitution, together with interest; and 

order that Respondent bear such costs of proceeding as are deemed fair and 

appropriate under the circumstances in accordance with FINRA Rule 8330. 

B. 

C. 

FIMiA DEPARTMENT OF EWORCEN[ENT I 
! 

Senior Regional Counsel 
Jacqueline D. Whelm 
Regional Cbief Counsel 
FTNRA Department of Enforcement 
4600 S. Syracuse St., Suite I400 
Phone: 303 446?3 1 1 1 
Facsimile: 303 446-3 150 
helen.barnhill@finra.org 
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Index of Initials 

ELA 

Ax AXA Advisors, LLC 

LLC The Longest Drive LLC 

GC Grace Communities 

LLC 11 

Development 1 

Development 2 

Development 3 

The Equitable Life Assurance Society of the United States 

The Longest Drive 11, LLC 

Deer Park Town Center 

Rorneoville Office Investors, LLC 

Burr Ridge Office Investors, LLC 
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FINXU 
OFFICE OF HEARING OFIFICERS 

V. 

Michael James Blake, 
(CRD No. 2022161), 

Respondent. 

Department of Enforcement, 

Complainant, 

CERTIFICATE OF SERVICE 

Date: March 21,2013 

, 

Disciplinary Proceeding 
NO. 20100217105-01 

Hearing Officer: 

I hereby certify that on this 21st day of March, 2013, I caused copies of.the foregoing Complaint, 

Notice of Complaint and Index of Initials, to be sent by regular U.S. Postal Service first class 

mail, and by certified mail, return receipt requested, to Respondent Blake in care of his attorney, 

Roger W. Hall, at his address of 16435 North Scottsdde Road, Suite 440, Scottsdale, Arizona 

85254-1754. I further certi& that on the same date I caused copies of the aforementioned 

documents to be sent via electronic mail and US. Postal Service frrst class mail to FINRA Office 

of Hearing Officers, 1801 K Street N.W., Washington, DC 20006. 

Seattle, WA 98101 
Phone: (206) 624-0790; Fax (206) 623-25 1 8 
Jenee.ward@finra.org 
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FINANCIAL INDUSTRY REGULATORY AUTHORITY 

OFFICE OF HEARING OFFICERS 

Department of Enforcement, 

Complainant, 

V. 

Michael James Blake (CRD No. 2022161), 

Respondent. 

DISCIPLINARY PROCEEDING 
No. 201002 171050 1 

ANSWER OF 
MICHAEL JAMES BLAKE 

Respondent Michael James Blake, answering the Complaint, hereby admits, 

denies, and asserts as follows: 

PRELIMINARY STATEMENT 

Every year since 2002, the inception of the LLC described in the Complaint 

(Longest Drive, LLC), Mr. Blake advised his broker-dealer, through his outside-business- 

activity reports, of the existence of Longest Drive, the activities that Longest Drive was 

engaging in, and that he was receiving absolutely no compensation for his activities in 

Longest Drive. 

At no time did any of Mr. Blake’s broker-dealers ever advise Mr. Blake that the 

real-estate investments in question constituted dealing in securities. The fact that he told 

his broker-dealers what he was doing and they never told him that he was dealing in 

securities was the primary reason why Mr. Blake did not think that those real-estate 

investments constituted dealing in securities. Had any of his broker-dealers ever raised a 

red flag, or even hinted that his activities constituted dealing in securities, he certainly 

would have taken actions different from those he actually took. 
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Moreover, each and every investor was granted a membership interest in Longest 

Drive and provided with subscription agreements for their investments. Each of those 

subscription agreements contained language stating that the entities being invested in 

“have informed me [Longest Drive] that the Interest [Le., the investment] will 

registered pursuant to the Securities Act of 1933, as amended (the ‘Act’), or under 

[sic] be 

Arizona or any other state’s securities laws based upon your [the entity being invested 

in’s] belief that the Interests are not ‘securities’ as defined under the Act, or even if so 

defined, the sale to me [Longest Drive] qualifies for an exemption from the registration 

requirements of said federal and state securities laws.” Copies of each of those 

subscription agreements are attached here to as Exhibit A. 

Since none of his broker-dealers ever advised Mr. Blake that the real-estate 

investments were securities, and since the entities being invested in each stated, in 

writing, that the investments were not securities, Mr. Blake had no reason whatsoever to 

believe that those investments were securities. 

Further, the nature of Longest Drive and what MI. Blake did with Longest Drive 

never changed. In 2002, he disclosed to his broker-dealer at the time, Carillon 

Investments, Inc., that he had formed Longest Drive with four colleagues, to invest in 

commercial real-estate projects. Although in subsequent years Longest Drive grew in 

size, the nature of its activities never changed. It was still a way for individuals to invest 

in commercial real-estate projects. Since the nature and activities of Longest Drive never 

changed, Mr. Blake had no reason to believe that a different disclosure was necessary 

merely because the membership of Longest Drive had grown. 

Perhaps most importantly, Mr. Blake never received any compensation for his 

activities with Longest Drive. 

-2- 
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Mr. Blake was not compensated when he brought new investors to Longest Drive. 

He was not compensated when those investors invested in the different real-estate 

projects. And he was not compensated by Longest Drive for the work he did on behalf of 

Longest Drive. Neither he nor Longest Drive received any commission, handling fees, or 

profited in any way from the real-estate projects, other than any return on investment 

from the projects themselves. 

And Mr. Blake had investments in Longest Drive’s real-estate projects just like the 

other investors did. So the investment made money, he and the other investors made 

money. So if the investments lost money, he, along with the other investors, did too. 

Regarding the second LLC, Longest Drive I1 (referred to as “LLC 11” in the 

Complaint), that entity never made any investments, and as such was not required to be 

disclosed as an outside business activity. 

SUMMARY 

1. Mr. Blake denies the allegations contained in the paragraph 1 of the 

Complaint. Mr. Blake affirmatively asserts that he only brought $1.7 million of money 

into Longest Drive for investment, not the $3.2 million alleged in paragraph 1. 

Mr. Blake further affmatively asserts that he did not violate NASD Conduct Rule 

3040 because he did not engage in any “private securities transaction[s].” Transactions 

“for which no associated person receives selling compensation” are specifically excepted 

from the definition of “private securities transaction.” See NASD Conduct Rule 

3040(e)( 1). And Mr. Blake did not receive any compensation whatsoever for his 

activities with Longest Drive. 

Mr. Blake additionally affirmatively asserts that he did not violate NASD Conduct 

Rule 21 10. Sub-rule 21 10-1 is “reserved,” and contains no actual text. There is no sub- 

rule 21 10-2. And sub-rule 21 10-3 concerns “front running,” which is not alleged 

anywhere in the Complaint. 
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2. Mr. Blake denies the allegations contained in paragraph 2 of the Complaint. 

Indeed, Mr. Blake affirmatively asserts that what he did with Longest Drive in 2002 and 

disclosed to Carillon as an outside business activity was no different than what he did 

with Longest Drive in subsequent years. Neither Carillon nor its successor, Ameritas 

Investment Corporation, ever notified Mr. Blake that his activities with Longest Drive 

were improper in any way or that the investments constituted securities. 

Mr. Blake further affirmatively asserts, for the reasons set forth in paragraph 1, 

above, that he did not violate NASD Conduct Rule 21 10, because that rule addresses 

front running, which is not alleged in the Complaint. 

Mr. Blake additionally affirmatively asserts that he did not violate FINRA Rule 

2010. Mr. Blake at all times followed the disclosure requirements of FINRA and his 

broker dealers and “observe[d] high standards of commercial honor and equitable 

principles of trade.” 

3. Mr. Blake denies the allegations contained in paragraph 3 of the Complaint. 

Mr. Blake affirmatively asserts that he and his wife’s trust was the only member of 

Longest Drive 11. Further, Longest Drive I1 had no checkbook or checking account, and 

was not formed to or ever made any investments. As such, Mr. Blake was not required to 

disclose Longest Drive I1 to his broker-dealer. 

Mr. Blake further affirmatively asserts that he did not violate NASD Conduct Rule 

3030. As an initial matter, that Rule is no longer applicable as it has been superseded. 

To the extent the Complaint purports to claim that Mr. Blake violated FINRA Rule 

3270-which is not alleged-&. Blake did not violate that rule either. FINRA Rule 

3270 states that with regard to an outside business activity, a person may not be 

“compensated, or have the reasonable expectation of compensation . , . unless he or she 

has provided prior written notice to the member, in such form as specified by the 

member.” Here, Mr. Blake was not compensated-but he provided written notice to his 

broker-dealers anyway-on their specified electronic forms. And his outside business 

activities were approved, every time, by his broker-dealers. Moreover, the broker-dealers 
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never raised any red flags as to those outside business activities, or advised him that those 

activities were, or could be considered, private securities transactions. 

Mr. Blake additionally affmatively asserts that for the reasons set forth in 

paragraph 1, above, he did not violate NASD Conduct Rule 2 1 10 because that rule 

addresses front running, which is not alleged in the Complaint. 

Mr. Blake also affirmatively asserts, that he did not violate FINRA Rule 2010. 

Mr. Blake at all times followed the disclosure requirements of FINRA and his broker 

dealers, and “observe[d] high standards of commercial honor and equitable principles of 

trade.” 

RESPONDENT AND JURISDICTION 

4. Mr. Blake admits the allegations contained in paragraph 4 of the 

Complaint. 

5.  Mr. Blake admits the allegations contained in paragraph 5 of the 

Complaint. 

6.  Mr. Blake denies the allegations contained in paragraph 6 of the Complaint. 

A copy of Mr. Blake’s resignation letter from Ameritas is attached hereto as Exhibit B. 

7. Mr. Blake denies the allegations contained in paragraph 7 of the Complaint. 

As set forth in paragraph 6, Mr. Blake has resigned from Ameritas. 

FIRST CAUSE OF ACTION 
Selling Away (Private Securities Transactions) 

(NASD Conduct Rules 3040 and 2 110) 

8. h4r. Blake incorporates by reference his responses to paragraphs 1-7 of the 

Complaint as if fully set forth herein. 

-5- 
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9. Mr. Blake admits the allegations contained in paragraph 9 of the 

Complaint. 

10. Mr. Blake admits the allegations contained in the first sentence of 

paragraph 10 of the Complaint. Answering the second sentence, Mr. Blake admits that 

he formed Longest Drive with four friends. Mr. Blake affirmatively asserts that the full 

text of item 3 from the OBA Form in question is as follows: “Investment in commercial 

real estate development. Private investment.” Mr. Blake admits that two of Longest 

Drive’s original members were also clients of The Equitable Life Assurance Society of 

the United States. Mr. Blake denies any remaining allegations contained in the second 

sentence of paragraph 10. Answering the third sentence of paragraph 10, Mr. Blake 

asserts that item 11 of the OBA Form in question speaks for itself. Mr. Blake 

affirmatively asserts that his interest in Longest Drive’s initial investment was 20%. Mr. 

Blake admits that he received no compensation from Longest Drive. Mr. Blake denies 

any remaining allegations contained in the third sentence of paragraph 10. Mr. Blake 

admits the allegations contained in the fourth and fifth sentences of paragraph 10. 

1 1. Mr. Blake denies the allegations contained in the first sentence of paragraph 

11 of the Complaint. Mr. Blake affirmatively asserts that the additional individuals 

referred to in paragraph 1 1 received Internal Revenue Service forms K- 1 from Longest 

Drive, which indicates they were members of Longest Drive. Copies of those K-1s are in 

FINRA’s possession. Answering the second sentence of paragraph 11, Mr. Blake admits 

that the individuals referred to in paragraph 11 were not given membership agreements 

for Longest Drive, but affirmatively asserts that each individual was provided with a copy 

of Longest Drive’s Operating Agreement, operating agreements of the projects the 

individuals were investing in, and as mentioned above, received K- 1 s indicating 

membership income from Longest Drive. 

B9883.0004 13770823~ I 
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12. Mr. Blake admits the allegations contained in paragraph 12 of the 

Complaint. Mr. Blake affmatively asserts, however, that as set forth in paragraph 1 

above, he only brought $1.7 million of money into Longest Drive. The remaining $1.5 

million in investments was brought in by other members of Longest Drive. 

13. Answering paragraph 13 of the Complaint, Mr. Blake denies that he ever 

engaged in “soliciting investments’’ for Longest Drive. Mr. Blake further denies that he 

engaged in “apprising the investors of the status of the LLC investments.” Mr. Blake 

merely passed along information that Longest Drive received from Grace Communities, 

which itself was apprising its own investors of the status of the various developments. 

Mr. Blake admits the remaining allegations contained in paragraph 13. Mr. Blake further 

affirmatively asserts, however, that the allegation in paragraph 13 that he caused “the 

preparation of Schedule K1 forms” contradicts the assertion in paragraph 11 that the 

additional individuals referred to in paragraph 11 “were not members of the LLC.” 

14. Mr. Blake admits the allegations contained in the first sentence of 

paragraph 14 of the Complaint. Answering the second sentence of paragraph 14, as 

detailed in the Preliminary Statement to this Answer, Mr. Blake never believed, and had 

no reason to believe, that anything Longest Drive was doing constituted a “securities 

transaction.” Every year, Mr. Blake disclosed to Carillon, and later Ameritas, that the 

activities Longest Drive was engaged in, his involvement in Longest Drive, and the fact 

that he received no compensation for Longest Drive’s activities or his involvement in 

Longest Drive. And every year, Carillon, and later Ameritas, approved his involvement 

with Longest Drive. Neither of those broker-dealers ever stated, or even hinted, that Mr. 

Blake was, or could be perceived to be, engaging in “securities transactions.” Moreover, 

the activities of Longest Drive never changed after those activities were initially 

approved by Carillon in 2002. Because of that, Mr. Blake believed that he was answering 

honestly and accurately on his Questionnaires when he stated that he was not 
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commingling his funds with a client’s funds “for a securities transaction.” Mr. Blake 

denies any further allegations or implications contained in paragraph 14. 

15. Mr. Blake denies the allegations contained in the first sentence of paragraph 

15 of the Complaint. Mr. Blake affirmatively asserts, as repeatedly stated above, that he 

did not believe, and had no reason to believe, that the real-estate investments made by 

Longest Drive were securities. Mr. Blake admits the remaining allegations contained in 

paragraph 15. 

16. Mr. Blake admits the allegations contained in the first sentence of 

paragraph 16 of the Complaint, but affirmatively asserts that he “effected the LLC 

investments” under the written approval of his OBA Forms, first by Carillon and then by 

Ameritas. Mr. Blake denies the allegations contained in the second sentence of 

paragraph 16. 

17. Mr. Blake denies the allegations contained in paragraph 17 of the 

Complaint. Mr. Blake affirmatively asserts, again, that he did not believe, and had no 

reason to believe, that the real-estate investments made by Longest Drive were securities. 

18. Mr. Blake admits the allegations contained in paragraph 18 of the 

Complaint, but affirmatively asserts that the Grace Communities projects are still active, 

and so the potential for additional returns on investments still exists. 

19. Mr. Blake denies the allegations contained in paragraph 19 of the 

Complaint. Mr. Blake affirmatively asserts, yet again, that he did not believe, and had no 
reason to believe, that the real-estate investments made by Longest Drive were securities. 

h4r. Blake further affirmatively asserts that he did not violate NASD Conduct Rule 

3030. That Rule is no longer applicable and has been superseded. To the extent the 

Complaint purports to claim that Mr. Blake violated FINRA Rule 3270-which is not 
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... -. . .. 

alleged-Mr. Blake did not violate that rule either. FINRA Rule 3270 states that with 

regard to outside business activities, a person may not be “compensated, or have the 

reasonable expectation of compensation . . . unless he or she has provided prior written 

notice to the member, in such form as specified by the member.” Here, Mr. Blake was 

not compensated-but he provided written notice to his broker-dealers anyway-on their 

specified electronic forms. And his outside business activities were approved, every 

time, by his broker-dealers. Further, his broker-dealers were never even hinted that Mi. 

Blake’s outside business activities might be in any way improper, or that those activities 

were, or could be considered, private securities transactions. 

Mr. Blake additionally affhnatively asserts that for the reasons set forth in 

paragraph 1, above, he did not violate NASD Conduct Rule 21 10 because that rule 

addresses front running, which is not alleged in the Complaint. 

SECOND CAUSE OF ACTION 
(Providing False Information to Member Firm Employer and Omitting to Correct 

Inaccurate Information) 
(NASD Rule 2 1 10 and HNRA Rule 20 10) 

20. Answering the first sentence of paragraph 20 of the Complaint, Mr. Blake 

incorporates by reference his responses to paragraphs 1-20 of the Complaint as if fully set 

forth herein. Mr. Blake admits the allegations contained in the second sentence of 

paragraph 20, but affirmatively asserts, as set forth repeatedly above, that he did not 

believe, and had no reason to believe, that the real-estate investments made by Longest 

Drive were securities. Mr. Blake denies any remaining allegations or implications 

contained in paragraph 20. 

21. Mr. Blake admits the allegations contained in paragraph 2 1 of the 

Complaint. 

-9- 
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22. Mr. Blake denies the allegations contained in paragraph 22 of the 

Complaint. Although he does not have access to the RegEd system to get copies of his 

2006 and 2008 OBA Forms, he believes that Ameritas has such access. There is no 

logical reason why Mr. Blake would disclose Longest Drive in 2002 through 2005, stop 

for a year in 2006, disclose again in 2007, and then stop again in 2008. As Mr. Blake 

testified at his FlNRA interview on January 19,2012, and as this office explained in its 

February 14,2012 letter to FINRA, Mr. Blake completed two sets of forms through the 

RegEd system each year: a compliance form and an outside-business-activities form. It 

may be the case that regarding Mr. Blake, Ameritas has provided the compliance forms 

but not the outside business activity forms for 2006 and 2008. Moreover, Mr. Blake’s 

broker-dealers never inquired about or asked for missing OBA Forms for 2006 or 2008, 

which indicates that the broker-dealers in fact already had those forms. 

23. Mr. Blake denies the allegations contained in the first sentence of paragraph 

23 of the Complaint. Mr. Blake affirmatively asserts that neither the “scope” nor 

“activity” of Longest Drive changed at all from its inception in 2002, much less changed 

“significantly.” Answering the second sentence of paragraph 23, Mr. Blake admits that 

by 2007, Longest Drive had become an investment vehicle for approximately 25 other 

individuals. Mi-. Blake denies any remaining allegations contained in the second sentence 

of paragraph 23. Mr. Blake a f f ia t ive ly  asserts that he was not “substantially” involved 

in Longest Drive, or that Longest Drive was an “expanded business.” Mr. Blake denies 

any remaining allegations contained in paragraph 23 of the Complaint. 

24. Mr. Blake denies the allegations contained in paragraph 24 of the 

Complaint. 

25. Mr. Blake denies the allegations contained in paragraph 25 of the 

Complaint. Mr. Blake affirmatively asserts that for the reasons set forth in paragraph I ,  

above, he did not violate NASD Conduct Rule 2 1 10, because that rule addresses front 
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running, which is not alleged in the Complaint. Mr. Blake additionally affirmatively 

asserts that he did not violate FINRA Rule 2010. All information provided on his OBA 

Forms was completely accurate, and Mr. Blake at all times followed the disclosure 

requirements of FINRA as well as his broker dealers, and “observe[d] high standards of 

commercial honor and equitable principles of trade.” 

THIRD CAUSE OF ACTION 

(Outside Business Activities-Failure to Comply with Rule Requirements 
(NASD Conduct Rules 3030 and 21 10 and FINRA Rule 2010) 

26. Mr. Blake incorporates by reference his responses to paragraphs 1-25 of the 

Complaint as if fully set forth herein. 

27. Upon information and belief, Mr. Blake admits the allegations contained in 

the first sentence of paragraph 27 of the Complaint. Answering the second sentence of 

paragraph 27, Mr. Blake admits that he was the manager of Longest Drive 11, but denies 

that he was the “managing member.” Mr. Blake denies that he owned twenty percent or 

more of Longest Drive 11. Mr. Blake affiiatively asserts that the only member of 

Longest Drive I1 was “The Michael J. Blake and Janice L. Blake Trust.” Mr. Blake 

denies any remaining allegations contained in the second sentence of paragraph 27. Mr. 

Blake denies the allegations contained in the third sentence of paragraph 27. Mr. Blake 

affiiatively asserts that Longest Drive I1 was set up to handle personal matters for the 

Blakes. Mr. Blake admits the allegations contained in the fourth sentence of paragraph 

27. Mr. Blake denies any remaining allegations contained in paragraph 27. 

28. Answering paragraph 28 of the Complaint, Mr. Blake admits that he did not 

provide Ameritas with any notice concerning Longest Drive 11. Mr. Blake denies that 

any notice to Ameritas was necessary, however, as Longest Drive I1 was not formed to 
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make investments, never made any investments, and in fact was set up simply to handle 

personal matters for the Blakes. Mr. Blake denies any remaining allegations contained in 

paragraph 28. 

29. Mr. Blake denies the allegations contained in paragraph 29 of the 

Complaint. MI-. Blake affirmatively asserts that he did not violate NASD Conduct Rule 

3030. That Rule is no longer applicable and has been superseded. To the extent the 

Complaint purports to claim that Mr. Blake violated FINRA Rule 3270-which is not 

alleged-Mr. Blake did not violate that rule either. FINRA Rule 3270 states that with 

regard to outside business activities, a person may not be “compensated, or have the 

reasonable expectation of compensation . . . unless he or she has provided prior written 

notice to the member, in such form as specified by the member.” Here, Mr. Blake was 

not compensated-but he provided written notice to his broker-dealers anyway-on their 

specified electronic forms. And his outside business activities were approved, every 

time, by his broker-dealers. Moreover, none of his broker-dealers ever advised him that 

his outside business activities were, or could be considered, private securities 

transactions. 

Mr. Blake additionally affirmatively asserts that he did not violate FINRA Rule 

2010. Since Longest Drive I1 was not formed to and never made any investments, Mr. 

Blake was not required to disclose it. Moreover, Mr. Blake at all times followed the 

disclosure requirements of FINRA as well as his broker dealers, and “observe[d] high 

standards of commercial honor and equitable principles of trade.” 

GENERAL DENIAL 

Any allegation in the Complaint not specifically admitted in this Answer is hereby 
denied. 

REQUEST FOR HEARING 

Pursuant to FINRA Rule 922 1 (a)( 1 ), Mr. Blake hereby requests a hearing. 

B98XB.ooo4 13770823~ I 
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AFFIRMATIVE DEFENSES 

Mr. Blake hereby alleges the following affirmative defenses: 

1. The Complaint fails to state a claim upon which relief can be granted; 

2. All of Mr. Blake’s outside business activities with Longest Drive were 

approved, in writing, by each of his broker-dealers. 

3. Mr. Blake was not engaged in private securities transactions because he 

never received any compensation, or had a reasonable expectation of compensation, as a 

result of his activities with Longest Drive. 

4. If Mr. Blake was engaged in private securities transactions, his broker- 

dealers had an obligation to advise him of such, and if they failed to do so, the 

responsibility for Blake’s engagement in securities transactions is with the broker-dealers 

and not Blake. 

5 .  Mr. Blake never received any commissions, fees, or any other type of 

compensation whatsoever regarding his involvement with Longest Drive. 

6.  Mr. Blake did not violate NASD Conduct Rule 3040 because he did not 

engage in any “private securities transaction[s]” as that term is defined in NASD Conduct 

Rule 3040(e)( l), because he did not receive any compensation, or have a reasonable 

expectation of compensation, for his actions in Longest Drive. 

7. Mr. Blake did not violate NASD Conduct Rule 21 10 because the only 

provision of that rule which exists is Rule 2 1 10-3, and that rule concerns front running, 

which is not alleged in the Complaint. 

-13- 
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8. Mr. Blake did not violate FINRA Rule 2010 because Mr. Blake at all times 

followed the disclosure requirements of FINRA and his broker-dealers, because all of his 

OBA-Form disclosures were completely accurate, because he was not required to 

disclose Longest Drive I1 since it was not formed to and did not engage in any 

investments, and because at all times Mr. Blake “observe[d] high standards of 

commercial honor and equitable principles of trade.” 

9. Mr. Blake did not violate NASD Conduct Rule 3030 because that rule has 

been superseded and no longer exists. To the extent the Complaint purports to claim that 

Mr. Blake violated FINRA Rule 3270, that has not been alleged. Moreover, FINRA Rule 

3270 states that as to outside business activities, a person “may not be compensated, or 

have the reasonable expectation of compensation. . . unless he or she has provided prior 

written notice to the member, in such form as specified by the member.” Mr. Blake was 

not compensated-but provided written notice to his broker-dealers anyway-on their 

specified electronic forms. And his outside business activities were approved, every 

time, by his broker-dealers. 

RESERVATION OF RIGHTS REGARDING OTHER AFFIRMATIVE 
DEFENSES 

Mr, Blake hereby reserves the right to assert additional affirmative defenses 

should future discovery, including but not limited to the inspection of documents 

provided by FINRA Rule 925 1, yield a basis for such affirmative defenses. 

-14- 
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RELIEF REQUESTED 

WHEREFORE, having fully answered the Complaint, Blake respectfully requests: 

1. 

2. 

3. 

That no relief be granted on the Complaint; 

That a decision be made in favor of Blake; 

That Blake recover his attorneys’ fees, costs, and expenses to the extent 

permitted by law, FINRA Rules, and NASD rules. 

4. Such other and further relief as the Panel may deem just and proper. 

DATED: April 17,2013 

BUCHALTER NEMER 

Roger W. Hall 
16435 N. Scottsdale Road, Suite 440 
Scottsdale, Arizona 85254 
Attorneys for Respondent 
Michael James Blake 
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FINANCIAL INDUSTRY REGULATORY AUTHORITY 

OFFICE OF HEARING OFFICERS 

Department of Enforcement, 

Complainant, 

V. 

Michael James Blake (CRD No. 2022161), 

Respondent. 

DISCIPLINARY PROCEEDING 
No. 2010021710501 

CERTIFICATE OF SERVICE 

I hereby certify on the 17h day of April, 2012, I caused the original and three (3) 
copies of the foregoing Complaint, to be sent electronically and via FedEx, addressed as 
follow s : 

Office of Hearing Officers, FINRA 
1735 K Street, N.W., 2nd Floor 

Washington, D.C. 20006 
OHOCaseFilinas 0 finra.org. 

Helen Barnhill, Esq. 
Senior Regional Counsel 

Jacqueline D. Whelm, Esq. 
Regional Chief Counsel 

FINRA District No. 3 - Denver 
Department of Enforcement 

4600 S. Syracuse Street, Suite 1400 
Denver. CO 80237 

Dated: April 17, 201 3 
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Ameritas Investment Corp 
Salene Hitchcock Gear 
President 
4550 Montgomery Ave. 
12th Floor 
Bethesda, MD 20814 

Dear Salene, 

Per your request my official retirement date from Ameritas lnvestment Corp will be 
March 31,2013, 

Continued success and I have enjoyed my ten years with AIC. 

Michael ] Blake 

cc: Sara Andres 
Chief Compliance Officer 



The Commission has determined that the applicatton contains the information 
prescnbsd under Seclion 203(c) and the rutas thereunder The Commission has not passed 
on the accuracy or adequacy of the information. and the effectiveness of Appiicanrs 
registration does not imply Commission approval or disapproval Accordingly. 

registration hereby is granted, effective forthwith. 

Under the terms of the exemption upon which this registration is granted, Applicant, 
within 120 days after the date of this effectiveness oTd%r. must fite an arnenarnent to Form 
ADV revising item 2A-SEC Regtstratron thoreto and, if the amendment indicates that 
A p p ! m ? t  X X ! ~  bz prob%%x! by section 203Aia) c;: :tie Act frurti ieyisbtciiy *iUi iiw 
Commission, accompany such amendment by a compteled Form AOV-W whereby 
Applicant wthdraws from registrat:on with the Cornmissor: Failure tc hi- lbs aneqilrneni 
will re?;uft in the cancellation of Applicant's investment adviser registration 

IT IS ORDERED. pursuani to Section 203(c}(Z)(A) of the Acl, that the Applrcaflf's 





From: SECIARDNotifications@finra.org [ mailto:SECIARDNotifications@finra.org] 
Sent: Monday, April 22,2013 9:lO PM 
To: Michael Blake 
Subject: Firm 167141: Important Information from the U.S. Securities and Exchange 
Newly Registered Investment Advisers 

Commission for 

Welcome to registration with the U.S. Securities and Exchange Commission. We are pleased to 
inform you that the SEC's Secretary has issued an order declaring your registration as an 
investment adviser to be effective. You will receive a copy of the order in an email and the 
official paper version will follow by regular mail. 

As an investment adviser you must conduct your business in accordance with the requirements of 
the Investment Advisers Act of 1940 and the rules the Commission has adopted under the 
Advisers Act. Principal among these is the obligation you have to act in the best interests of your 
clients. The following link will take you to an overview prepared by the SEC staff of many of the 
requirements that you need to consider as a registered investment adviser: 
(www.sec.gov/divisions/investment/advoverview.htm). The overview also provides information 
about other SEC resources that are available to you. One we would like to highlight is the IARD 
Information web page at www.sec.gov/divisions/investment/iard.shtml, which includes 
important announcements and is a portal for information that you may find relevant to your 
operations as a registered investment adviser. 

Finally, now that your registration is effective, the information you filed on Form ADV is 
available to the public through the Investment Adviser Public Disclosure website 
at www.adviserinfo.sec.gov. The web site does not display certain personal information, such as 
individual social security numbers. 

Note: You cannot contact the SEC by replying to this email. 

TRACKING INFO: 
Date Generated: 04/23/2013 0O:lO:OS 
Firm Sent To: OLYMPUS FINANCIAL ADVISORS, LLC( 167 14 1) 

THIS COMMUNICATION IS INTENDED ONLY FOR THE USE OF THE INDIVIDUAL OR 
ENTITY TO WHICH IT IS ADDRESSED AND CONTAINS OR MAY CONTAIN 
INFORMATION THAT IS PRIVILEGED, CONFIDENTIAL OR EXEMPT FROM 
DISCLOSURE UNDER APPLICABLE LAW. If the reader of this communication is not the 
intended recipient (or the employee or agent responsible for delivering to the intended recipient), 
you are hereby notified that any dissemination, distribution, or copying of this communication is 
strictly prohibited. If you have received this communication in error, please disregard and delete 
this communication, and do not disseminate or retain any copy of this communication. 

mailto:SECIARDNotifications@finra.org
mailto:SECIARDNotifications@finra.org
http://www.adviserinfo.sec.gov


From: Julie Ann Brown [mailto:jbrown@macg.com] 
Sent: Friday, May 24,2013 9:lO AM 
To: Michael Blake 
Cc: Sarah Fong; Tim Brown; Greg Monaco 
Subject: FINRA Approval 
Importance: High 

Hi Michael, 

Good news, FINRA has approved your registration late yesterday. However, Arizona has not, hopefully 
they will soon. I will let you know when I see the registration approval. 

Julie Ann Brown 

Licensing 8, Registration Administrator 
Mid Atlantic Capital Corporation 
Mid Atlantic Financial Management, Inc. 
LPA Insurance Agency, Inc. 
180 Promenade Circle, Ste. 220 
Sacramento, CA 95834 
Phone: 916-286-7843 
Fax: 916-286-7860 
www.macg.com 

Securities offered through Mid Atlantic Capital Corporation, member FINRNSIPC. Advisory services offered through 
Mid Atlantic Financial Management, Inc., a registered investment adviser. Trust services offered through Mid Atlantic 
Trust Company, a nondepository trust company. 

NOTICE: This email communication including all attachments transmitted with it may contain confidential information 
intended solely for the use of the addressee. If the reader or recipient of this communication is not the intended 
recipient, or you believe that you have received this communication in error, please notify the sender immediately by 
return email or by telephone at 412-391-7077 and PROMPTLY delete this email including all attachments without 
reading them or saving them in any manner. The unauthorized use, dissemination, distribution, or reproduction of this 
email, including attachments is strictly prohibited and may be unlawful. 

mailto:jbrown@macg.com
http://www.macg.com
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FINANCIAL INDUSTRY REGULATORY AUTHORITY 
OFFICE OF HEARING OFFICERS 

Department of Enforcement, 

Complainant, 
V. 

Michael James Blake (CRD No. 2022161), 

Respondent. 

DISCIPLINARY PROCEEDING 
No. 2010021710501 

Hearing Officer: MC 

OFFER OF SETTLEMENT 

I. 

Respondent Michael James Blake (Respondent) makes this Offer of Settlement (Offer) to 

the Financial Industry Regulatory Authority (FINRA), with respect to the matters alleged by 

FINRA in Disciplinary Proceeding No. 2010021710501 filed on March 21,2013 (Complaint), 

and amended on August 27,2013,2013 (Amended Complaint) and as amended by this Offer. 

Defined terms used herein have the same meaning as set forth in the Amended Complaint. 

This Offer is submitted to resolve this proceeding and is made without admitting or 

denying the allegations of the Amended Complaint or the allegations set forth herein. It is also 

submitted upon the condition that FINRA shall not institute or entertain, at any time, any fbrther 

proceeding as to the Respondent based on the allegations of the Amended Complaint as amended 

by this Offer, and upon further condition that it will not be used in this proceeding, in any other 

proceeding, or otherwise, unless it is accepted by the National Adjudicatory Council (NAC) 

Review Subcommittee, pursuant to FINRA Rule 9270. 
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11. 

ORIGIN OF DISCIPLINARY ACTION 

This disciplinary action arose from the filing of an Arbitration Statement of Claim 

naming the Respondent, in July 2009. 

III. 

ALLEGED ACTS OR PRACTICES AND VIOLATIONS BY RESPONDENT 

As alleged in the Amended Complaint, as amended herein, Respondent engaged in the 

following acts, or failed to act as follows: 

Respondent Michael James Blake, acting outside the course and scope of his employment 

with his employing member firms, participated in private securities transactions involving the 

investment of more than $3.2 million by approximately twenty-eight investors in three 

investment contracts, without providing prior written notice to his firms of his proposed roles in 

the transactions. As a result of the foregoing, the Respondent violated NASD Conduct Rules 

3040 and 21 10. 

On numerous forms, Respondent misled his employing member firms regarding his 

involvement in the foregoing private securities transactions and his participation in the outside 

business activity through which the transactions were effected, in violation of NASD Conduct 

Rule 2 1 10 and FINRA Rule 20 10. 

Finally, Respondent failed to disclose a separate, related outside business activity to his 

employing member firm, in violation of NASD Conduct Rules 3030 and 21 10 and FINRA Rule 

2010. 
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RESPONDENT AND JURISDICTION 

The Respondent entered the securities industry in or about December 1989 as an 

associated person of ELA, a FINRA member. He became registered with that firm (which had 

since changed its name to AX) as an Investment Company and Variable Contracts Products 

Representative and Principal in February 1990 and January 1996, respectively, as a General 

Securities Representative in June 1999 and as a General Securities Principal in December 1999. 

On November 1,2002, the Respondent became registered with FINRA member firm 

Carillon Investments, Inc. (“Carillon”) in each of the foregoing capacities. Respondent’s 

association with Carillon ceased on or about June, 2006 when these same registrations were 

transferred to Ameritas Investment Corporation (“Ameritas”). 

On March 28,2013, after the Complaint in this matter was filed, the Respondent’s 

registration with Ameritas was terminated by means of a Form U5 stating the reason for 

termination as “other” and explaining that Respondent had retired fi-om the Firm. Subsequently, 

on May 23,2013, he became registered as an Investment Company and Variable Contracts 

Products Representative and Principal and as a General Securities Representative through Mid 

Atlantic Capital Corporation. Under Article V, Section 2 of FINRA’s By-Laws, FINRA had 

jurisdiction to file this action because, at the time the Complaint was issued, he was registered 

and associated with Ameritas, a FINRA member; further, the Complaint charges him with 

misconduct committed while he was registered or associated with Ameritas and Carillon, also 

FINRA member firms. 
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FIRST CAUSE OF ACTION 
Selling Away (Private Securities Transactions) 

(NASD Conduct Rules 3040 and 21 10) 

In or about April 2002, the Respondent formed an LLC so that he and three 6.iends could 

pool funds to invest in commercial real estate projects. In October 2002, the Respondent notified 

Carillon of the existence of the LLC in a letter dated October 16, 2002 and an Outside Business 

Activity Questionnaire (“OBA Form”) which he submitted on or about October 21, 2002. In the 

two documents, Respondent disclosed the business as a “private investment” in commercial real 

estate development by him and four fiiends, two of whom were former clients of ELA. He 

further disclosed that he would not spend any time on the business, in which he had a twenty- 

percent interest and that he received no compensation fiom the business. Respondent fbrther 

represented that, after the LLC selected a particular real estate project, its members would each 

write a check to the LLC and Respondent, who had signatory authority for the LLC’s bank 

account, would in turn write a check to the real estate development project on behalf of the LLC. 

The outside business activity, as disclosed, was approved on October 16,2002 by Carillon’s 

Chief Compliance Officer. 

By the summer of 2007, the LLC’s size and scope had expanded beyond the several 

individuals who initially formed the entity, in that approximately twenty-five individuals, who 

were not members of the LLC, had provided funds to the LLC to make investments in real estate 

development projects through the LLC. None of these individuals signed a membership 

agreement with the LLC, and the LLC’s Operating Agreement was never amended to reflect the 

addition of new members. 

Between approximately February 2006 and June 2007, the LLC invested approximately 

$3,200,000 in real estate properties being developed by GC, a real estate development enterprise 
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organized as a limited liability company. The invested hnds were provided by twenty-eight 

investors as follows: six persons invested $250,000 in Development 1 between August and 

November 2006; three persons invested $200,000 in Development 2 in October and November 

2006 and twenty-three persons invested approximately $2,755,000 in Development 3 between 

February 2006 and June 2007 (collectively, the “LLC Investments”). 

were customers of Carillon andor Ameritas at the time of their respective investments. ,The 

Respondent personally invested in each of these three projects. 

Twelve of these investors 

Respondent participated in the sale of the LLC Investments by soliciting investors, 

receiving, processing and forwarding the funds that were invested, providing the investors with 

documentation evidencing their investments, fbnctioning as the point of contact between the 

investors and GC, apprising the investors of the status of the LLC Investments and causing the 

preparation of Schedule K1 forms. 

The Respondent completed Ameritas Annual Compliance Questionnaires 

(“Questionnaires”) on September 18,2006, October 1,2007, July 31,2008 and June 28, 2009. 

In each of the Questionnaires, the Respondent answered “yes” when asked if he understood he 

was not permitted to commingle his funds with a client’s fbnds and that he was not to accept a 

client’s check made payable to him or any entity or person associated with him for a securities 

transaction. Even after answering “yes” to these questions on September 18,2006, the 

Respondent continued to accept checks made payable to the LLC and in October and November 

2006, he commingled his hnds with client’s funds in the LLC’s bank account. 

Each LLC Investment involved the purchase of a security in the form of an investment 

contract. Each entity in which an LLC Investment was made was a common enterprise in which 
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investor fbnds were pooled. The investors’ returns were to be derived wholly f?om the efforts o 

the LLC Investment entity and its manager, GC. 

Respondent effected the LLC Investments outside the regular course and scope of his 

employment with Carillon and Ameritas. Therefore, the transactions are private securities 

transactions. 

The Respondent never advised Carillon or Ameritas orally or in writing that he was 

participating in the private securities transactions described above. To the contrary, as set forth 

below, between 2006 and 2008, he indicated each year, in annual compliance questionnaires, that 

he had not engaged in private securities transactions. 

GC filed for bankruptcy in 2009. To date, none of the investors in the LLC Investments 

have received a return of their principal or any interest or other payments. 

As a result of the foregoing, the Respondent participated in private securities transactions 

without providing to Ameritas and Carillon prior written notice in the form required by NASD 

Conduct Rule 3040, as required by NASD Rule 3040(b). He therefore violated NASD Conduct 

Rules 3040 and 21 10. 

SECOND CAUSE OF ACTION 
(Providing False Information to Member Firm Employer and Omitting to Correct 

Inaccurate Information) 
(NASD Rule 21 10 and FINRA Rule 2010) 

As noted above, the Respondent completed Questionnaires on September 18,2006, 

October 1,2007, July 3 1,2008 and June 28, 2009. In each of the Questionnaires he falsely 

answered “no” when asked if he had engaged in private securities transactions. 

The Respondent did disclose the LLC as an outside business in OBA Forms on August 

31,2003, September 8,2004, March 14,2005 and October 1,2007. However, the Respondent 
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did not disclose the LLC as an outside business in OBA Forms which he completed on 

September 18,2006 and July 3 1,2008, inquiring into all of his outside business activities. 

The size, scope and activity of the LLC changed significantly after Respondent’s initial 

disclosure in 2002 that he and four friends had formed an entity to invest in commercial real 

estate. By 2007, the LLC had become an investment vehicle for approximately 25 other 

individuals to pool fbnds for investments in various real estate development projects and 

Respondent was substantially involved in this expanded business. These changes caused the 

initial disclosure to become inaccurate and, given the nature and extent of its activities, 

misleading. Respondent did not amend or update the outside business disclosure concerning the 

LLC at any time. 

By providing false and incomplete information on compliance questionnaires and by 

failing to update and correct his outside business disclosure, as described above, Respondent 

misled Ameritas. By misleading the firm, the Respondent deprived his employer of information 

that could have resulted in the detection of his participation in private securities transactions, 

notwithstanding his failure to make an affirmative disclosure in the Questionnaires. 

By providing false and misleading information to Ameritas fiom September 2006 

through December 14,2008, Respondent violated NASD Conduct Rule 21 10. By providing 

false and misleading information to Ameritas from December 15,2008 through June 28,2009, 

Respondent violated FINRA Rule 20 10. 
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THIRD CAUSE OF ACTION 
Outside Business Activities-Failure to Comply with Rule Requirements 

(NASD Conduct Rules 3030 and 21 10 and FINRA Rule 2010) 

Respondent caused a second limited liability company to be created and to be 

incorporated in Arizona on or about November 29,2006 (“LLC II”). Respondent was the 

Managing Member of LLC 11, owning twenty percent or more of the business. LLC I1 was set 

up so that any investments made after Development 3 would be made through that entity instead 

of the first LLC. Respondent closed LLC I1 in or about November 2010. The Respondent failed 

to provide Ameritas with any notice at all, including written notice, of LLC 11. 

As to conduct occurring fiom November 29,2006 through December 14,2008, the 

Respondent’s failure to provide prompt written notice of LLC I1 to Ameritas violated NASD 

Conduct Rules 3030 and 21 10. As to conduct occurring from December 15,2008 through 

November 30,2010, the Respondent’s failure to provide prior written notice of LLC I1 to 

Ameritas violated NASD Conduct Rule 3030 and FINRA Rule 2010. 

Iv. 
Pursuant to the conditions set forth herein, Respondent consents to the issuance of an 

Order Accepting Offer of Settlement (Order) and disposing of this proceeding in the following 

manner: 

A. Without admitting or denying the allegations, and solely for the purposes of this 

proceeding and any other proceeding brought by or on behalf of FINRA, or to which FINRA is a 

party, to the entry of findings of facts and violations by Respondent as set forth above in Section 

111; and, 

B. Imposing sanctions of a one-year suspension in all capacities &om associating 

with a FINRA member firm and a $10,000 fine. 

14806957~1 8 



Respondent agrees to pay the monetary sanction upon notice that this Offer has 

been accepted and that such payments are due and payable. Respondent has 

submitted an Election of Payment form showing the method by which he 

proposes to pay the fine imposed. 

Respondent specifically and voluntarily waives any right to claim that he is 

unable to pay, now or at any time hereafter, the monetary sanction imposed in this 

matter. 

Respondent understands that if he is barred or suspended fiom associating with 

any FINRA member, he becomes subject to a statutory disqualification as that 

term is defined in Article 111, Section 4 of FINRA’s By-Laws, incorporating 

Section 3(a)(39) of the Securities Exchange Act of 1934. Accordingly, 

Respondent may not be associated with any FINRA member in any capacity, 

including clerical or ministerial hnctions, during the period of the bar or 

suspension. (& FINRA Rules 83 10 and 83 1 1 .) 

The sanctions herein shall be effective on a date set by FINRA staff. 

V. 

In connection with the submission of this Offer, and subject to the provisions herein, 

Respondent specifically waives the following rights provided by FINRA’s Code of Procedure: 

A. any right to a hearing before an Adjudicator (as defined in FINRA Rule 9120(a)), 

and any right of appeal to the NAC, the U.S. Securities and Exchange Commission, or the US.  

I 14806957~1 9 



Court of Appeals, or any right otherwise to challenge or contest the validity of the Order issued, 

if the Offer and the Order are accepted; 

B. any right to claim bias or prejudgment by the Chief Hearing Officer, Hearing 

Officer, a hearing panel or, if applicable, an extended hearing panel, a panelist on a hearing 

panel, or, if applicable, an extended hearing panel, the General Counsel, the NAC, or any 

member of the NAC; and 

C. any right to claim a violation by any person or body of the ex parte prohibitions of 

FINRA Rule 9143, or the separation of fhctions prohibitions of FINRA Rule 9144, in 

connection with such person’s or body’s participation in discussions regarding the terms and 

conditions of the Offer and the Order or other consideration of the Offer and Order, including 

acceptance or rejection of such Offer and Order. 

VI. 

Respondent understands that: 

A. the Order will become part of Respondent’s permanent disciplinary record and 

may be considered in any fhture actions brought by FINRA or any other regulator against 

Respondent; 

B. the Order will be made available through FINRA’s public disclosure program in 

response to public inquiries about Respondent’s disciplinary record; 

C. FINRA may make a public announcement concerning this agreement and the 

subject matter thereof in accordance with FINRA Rule 83 13; and 

D. Respondent may not take any action or make or permit to be made any public 

statement, including in regulatory filings or otherwise, denying, directly or indirectly, any 

allegation in the Amended Complaint as amended herein or create the impression that the 

14806957~1 10 



Amended Complaint as amended herein is without factual basis. Respondent may not take any 

position in any proceeding brought by or on behalf of FINRA, or to which FINRA is a party, that 

is inconsistent with any allegation in the Amended Complaint as amended herein. Nothing in 

this provision affects Respondent’s: (i) testimonial obligations; or (ii) right to take legal or 

factual positions in litigation or other legal proceedings in which FINRA is not a party. 
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Respondent certifics that he has read and understands all of the provisions of this OtTer 

and k.as been given a full opportunity to ask questions about it; that he has agreed to its 

provisions voluntarily: and that no offer, threat, inducement or promise of any kind or nature, 

other than the terms set forth herein, has been made to induce him to submit it. 

Date Mic$aiael James’Blake 

Roger W.-Hall 
Counsel for Respondent 
Buchslter, Nemer. A Professional Corporation 
1643.5 North Sconsdale Road, Suite 440 
Scott,;dale. AZ 85254-1754 
Direct Did: (480) 383-1 845 
Direct Fax: (480) 383- 1602 
Email: rhall@buchalter.com 

mailto:rhall@buchalter.com
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THE COMMERCIAL REAL ESTATE BUBBLE 

ADAM J. LEVITIN* AND SUSAN M. WACHTER** 

ABSTRACT 

Two parallel real estate bubbles &rged in the United States between 2004 
and 2008, one in residential real estate, the other in commercial real estate. The 
residential real estate bubble has received a great deal of popular, scholarly, 
and policy attention. The commercial real estate bubble, in contrast, has largely 
been ignored. 

This Article shows that the commercial real estate price bubble was accom- 
panied by a change in the source of commercial real estate financing. Starting 
around 1998, securitization became an increasingly signi$cant part of commer- 
cial real estate financing. The commercial mortgage securitization market un- 
derwent a major shifi in 2004, however, as the traditional buyers of 
subordinated commercial real estate debt were outbid by collateralized debt ob- 
ligations (CDOs). Savvy, sophisticated, experienced commercial mortgage 
securitization investors were replaced by investors who merely wanted “prod- 
uct” to securitize. The result was a decline in underwriting standards in com- 
mercial mortgage backed securities (CMBS). 

The commercial real estate bubble holds important lessons for understand- 
ing the residential real estate bubble. Unlike the residential market, there is 
almost no government involvement in commercial real estate. The existence of 
the parallel commercial real estate bubble presents a strong challenge to expla- 
nations of the residential bubble that focus on government affordable housing 
policy, the Community Reinvestment Act, and the role of Fannie Mae and Fred- 
die Mac. 
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Double, double toil and trouble 
Fire bum, and cauldron bubble. 

Macbeth, Act 4, sc. 1, 10-11 

INTRODUCTION 

Two parallel real estate price bubbles emerged in the United States be- 
tween 2004 and 2008, one in resident## real estate, the other in commercial 
real estate.' The residential real estate price bubble has attracted a great deal 
of popular, scholarly, and policy attention.2 In contrast, the commercial real 
estate price bubble and bust have been largely ignored. This Article is the 
first attempt at a comparative analysis between the commercial real estate 
price bubble and the residential real estate price bubble. 

' Regarding the dating of the bubble, see Adam J. Levitin & Susan M. Wachter, Expluin- 
ing the Housing Bubble, 100 GEO. L.J. 1177, 1206-08 (2012). Also, see Figure 1 for more 
information. 

See, e.g., FIN. CRisIs INQUIRY COMM'N, THE FINANCIAL CRISIS INQUIRY ~ R T  (201 1); 
THOMAS SOWELL, THE HOUSING BOOM AND BUST (2010); VIRAL V. ACHARYA ET AL., GUAR- 
ANTEED TO FAJL: FANNIE MAE, FREDDIE MAC, AND THE DEBACLE OF MORTGAGE FINANCE 
(2011); JAMES R. BARTH ET AL., THE RISE AND FALL OF THE U.S. MORTGAGE AND CREDIT 
MARKETS (2009); WILLIAM AGRETCHEN MORGENSON & JOSHUA ROSNER, RECKLESS ENDAN- 
GERMENT: How OUTSIZED AMBITION, GREED, AND CORRUP~ON LED TO ECONOMIC ARMAGED- 
DON (2011); WILLIAM A. FREY, WAY Too BIG TO FAIL: How GOVERNMENT AND PRIVATE 
INDUSTRY CAN BUILD A FAIL-SAFE MORTGAGE SYSTEM (Isaac M. Gradman ed., 201 1); ROB- 
ERT M. HARDAWAY, THE GREAT AMERICAN HOUSING BUBBLE: THE ROAD TO COLLAPSE 
(2011); MICHAEL LEWIS, THE BIG SHORT: INSIDE THE DOOMSDAY MACHINE (2011); ADAM 
MICHAELSON, THE FORECLOSURE OF AMERICA: THE INSIDE STORY OF THE RISE AND FALL OF 
COUNTRYWIDE HOME LOANS, THE MORTGAGE CRISIS, AND THE DEFAULT OF THE AMERICAN 
DREAM (2009); BETHANY MCLEAN & JOE NOCERA, ALL THE DEVILS ARE HERE: THE HIDDEN 
HISTORY OF THE FINANCIAL CRISIS (201 1); GRETCHEN MORGENSON & JOSHUA ROSNER, RECK- 
LESS ENDANGERMENT: How OUTSIZED AMBITION, GREED, AND CORRUPTION LED TO Eco- 
NOMIC ARMAGEDDON (201 1); LAWRENCE ROBERTS, THE GREAT HOUSING BUBBLE: WHY DID 
HOUSE PRICES FALL? (2008); ROBERT J. SHILLER, THE SUBPRIME SOLUTION: How TODAY'S 
GLOBAL FINANCIAL CRISIS HAPPENED, AND WHAT TO Do ABOUT IT (2008); MARK ZANDI, 
FINANCIAL SHOCK: A 360" LOOK AT THE SUBPR~ME MORTGAGE IMPLOSION, AND How TO 
AVOID THE NEXT FINANCIAL CRISIS (2009). 
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FIGURE 1. COMMERCIAL AND bSIDENTIAL REAL ESTATE BUBBLES3 
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- Residential Real Estate Price Index - Commercial Real Estate Price Index 

We show that the commercial real estate price bubble was accompanied 
by a change in the source of commercial real estate financing. Specifically, a 
“bubble” in commercial mortgage-backed securities (CMBS) accompanied 
the commercial real estate price bubble. The majority of commercial real 
estate (CRE) lending has always been financed by loans retained on banks’ 
portfolios.4 Beginning around 1998, however, a new financing channel for 
CRE was developing: commercial real estate sec~ritization.~ Commercial 
mortgage securitization involves the pooling of CRE mortgages into an en- 
tity that funds the mortgages by issuing debt securities known as CMBS.6 

CMBS are almost always tranched for credit risk,’ meaning that credit 
losses are allocated in a senior-subordinate structure, with investors in the 

S&P/Case-Shiller Home Price Index Composite IO, CSXR-SA, S&P Dow JONES 
INDICES, http://www.standardandpoors.com/indices/pe=XLS&assetID 
= 1245214507706 (last visited Feb. 8,2013) (providing the residential real estate price index); 
Moody ’s/RCA CPPI, National All-Property, available for download at http://www.rcanalytics. 
com/Public/rca-indices.aspx (last visited Feb. 8, 2013) (providing the commercial real estate 
price index). 

BD. OF GOVERNORS OF THE FED. RFSERVE SYS.,  FLOW OF FUNDS ACCOUNTS OF THE 
UNITED STATFS - Z.l, HISTORICAL DATA, OUTSTANDING-UNADJUSTED (IN MILLIONS OF DOL 
LARS), t. L.220 (2012), available at http://www.federalreserve.gov/releases/zl/current/zl .pdf 
[hereinafter FLOWS OF FUNDS ACCOUNTS HISTORICAL DATA OUTSTANDING UNADJUSTED]. 

See FED. RESERVE BD. & SEC. & EXCH. COMM’N, REPORT To CONGRESS ON MARKETS 
FOR SMALL-BUSINESS AND COMMERCIAL-MORTGAGE-RELATED SECURITIES 2 (1998), available 
at http://www.federalreserve.govlboarddocs/~tcongress/markets.pdf. 

‘See Nicola Cetorelli & Stavos Peristiani, The Role of Banks in Asset Securitization, FED. 
RFSERVE BD. N.Y. ECON. POL’Y REV., July 2012, at 47, 48-49. 

71d. at 49. Some GSE multifamily CMBS are tranched for credit risk, with the GSEs 
guaranteeing some tranches, but not others. See, e.g., Multifamily K Series Certijkates, FRED 
DIE MAC, http://www.freddiemac.com/mbs/hWproduct/kcerts.html (last visited Dec. 6, 

http://www.standardandpoors.com/indices/pe=XLS&assetID
http://www.rcanalytics
http://www.federalreserve.gov/releases/zl/current/zl
http://www.freddiemac.com/mbs/hWproduct/kcerts.html
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subordinated tranches of the securities taking losses before investors in the 
senior tranches.8 Thus, the first loss credit risk in a CRE securitization rests 
on the purchasers of the subordinated tranches of debt. The junior-most sub- 
ordinated tranche is known as the “B-piece,” and B-piece investors receive 
diligence and control rights that other investors do 

The sale of the subordinated debt tranches is critical for a CMBS deal. 
It is comparatively easy to find buyers for the higher-grade senior debt, but 
unless the subordinated debt can also be sold, the deal’s economics cannot 
work. The subordinated debt is essentially the “equity” that is then lever- 
aged by the senior debt. Thus, a small subordinated debt investment trans- 
lates into a much larger CMBS investment in CRE. 

Prior to 2004, there was a relatively small cohort of extremely sophisti- 
cated and experienced subordinated debt investors and the CMBS market 
remained limited in size.1° These subordinated debt investors exerted signifi- 
cant control over the credit risk in deals,” and their willingness to assume 
the first loss credit risk functioned as a market regulator of credit risk in the 
CRE market. 

Beginning in 2004, however, the traditional subordinated debt investors 
began to be outbid by collateralized debt obligations (CDOs). The CDO 
packagers were not particularly concerned or experienced with CREi credit 
risk. Instead, they wanted “product” to securitize (in CDOs) and sell. As the 
savvy, sophisticated traditional B-piece investors were bid out of the market, 
there was a decline in underwriting standards in commercial real estate as 
supply rose to meet investor demand for investment-grade rated fixed-in- 
come products.12 

If CMBS are underpriced, it could result in a temporary glut of financ- 
ing that would enable CRE prices to be bid up beyond the level sustainable 
by long-run fundamentals. CMBS, however, are not the entirety of the CRE 
market, and this makes it difficult to state the effect of the CMBS price 
bubble on the CRE market. Although the percentage of CRE funded by 
CMBS grew during the bubble, the majority of CRE has been, and continues 
to be, funded by bank portfolio lending. Bank portfolio CRE lending grew in 
parallel with CMBS. Therefore, we do not argue that the CRE price bubble 
was caused by the CMBS bubble. 

2012). This is different from the typical GSE MBS in which the GSEs hold all of the credit 
risk and investors hold the interest rate risk. 

* See Certorelli & Peristiani, supra note 6, at 49. 
See Andrew V. Petersen, The Emergence of Subordinated Debt Structures in European 

CMBS, in COMMERCIAL MORTAGE-BACKED SECURITISATION: DEVELOPMENTS w THE EURO- 
PEAN CMBS MARKET 147, 154 (Andrew V. Peterson ed., 2006). 

lo See Brian DiDonato,. High-Yield Debt: Expanded Opportunities for Investors 3 (Inst. 
Fiduciary Educ. Paper 2006), http://www.kaahlsfiles.com/thesis/thes~s%2~ape~3%20Low/ 
IFE%2OHigh%2OY ield%20Debt%20Paper.pdf. 

l1  See id. 
lZ See JAMES D. GRANT, MR. MARKET MISCALCULATES: THE BUBBLE YEARS AND BEYOND 

184-92 (2008). 
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While the contemporaneous rise of the CMBS bubble and the CRE 
price bubble are hard to explain other than through a causal connection, we 
cannot prove that such a connection exists. We recognize that other factors 
might have contributed to the CRE price bubble, including structured fi- 
nance in general, such as the use of collateralized loan obligations (CLOs) to 
support bank portfolio lending. Yet at the same time, we know that the resi- 
dential real estate bubble was caused primarily by a financing glut from 
private-label residential mortgage-backed se~urities.’~ Thus, rather than ar- 
guing that the CMBS was the cause of the CRE bubble, we suggest that it 
likely contributed to the CRE b~bb1e.I~ 

The closely synchronous parallels between the CRE and residential real 
estate (RRE) bubbles present a conundrum. Despite some shared fundamen- 
tals (and market overlap in the area of multi-family residential housing), 
CRE and RRE have historically been separate markets.15 Thus, theories of 
the RRE bubble that point to government intervention in the housing market 
as the source of the bubble, be it through the Community Reinvestment Act 
or through affordable housing goals for Fannie Mae and Freddie Mac (the 
government-sponsored enterprises or GSE),16 founder on the CRE bubble. 
There is almost no government involvement in the CRE market, yet a paral- 
lel bubble emerged. 

The CRE bubble has yet to attract significant scholarly interest. A pair 
of recent law review articles have discussed what should be done to revital- 
ize the CRE or commercial mortgage securitization markets,” but they do 
not explore the sources of the bubble (which in turn compromises attempts 
to prescribe market fixes). The most extensive exploration of the CRE bub- 
ble, a Congressional Oversight Panel (COP) report, concluded that “faulty” 
and “dramatically weakened” underwriting standards resulted in “riskier” 
commercial real estate loans during the mid-2000s.’* Professor Tanya Marsh, 

l 3  Levitin & Wachter, supra note 1. 
14There is insufficient data to test that point. The data are not available for the most 

obvious test-an examination of the relative CRE price increases in markets in which CMBS 
played a more or less prominent financing role. 

See Looking For Income? Consider REITs, FIDELITY (Feb. 29,2012), https://www.fideli 
ty.com/viewpoints/reits-tale-two-markets. 

l6 See, e.g., Peter J. Wallison, Dissenting Statement, in THE FINANCIAL CRISIS INQUIRY 
REPORT, at 443, 44445 (Fin. Crisis Inquiry Comm’n eds., 201 1). 

l7 See Tanya D. Marsh, Too Big to Fail vs. Too Small to Notice: Addressing the Commer- 
cial Real Estate Debt Crisis, 63 ALA. L. REV. 321, 380-82 (2012) (discussing policies that 
could be adopted to address the commercial real estate debt crises); see also Robert A. Brown, 
Financial Reform and the Subsidization of Sophisticated Investors’ Ignorance in Securitization 
Markets, 7 N.Y.U. J.L. & Bus. 105, 117-121 (2010) (arguing that CMBS deal structures pro- 
vided CMBS investors significantly greater protections than FWBS investors and that CMBS 
investors have fared better as a result). 

l8 See, CONG. OVERSIGHT PANEL, FEBRUARY OVERSIGHT REPORT: COMMERCIAL REAL Es- 
TATE LOSSES AND THE RISK TO FINANCIAL STABILITY 20, 27-28 (2010), available at http:// 
cybercemetery.unt.edu/archive/cop/20110402035627/http://cop.senate.gov/documents/cop-02 1 
110-report.pdf. Professor Levitin served as Special Counsel to the Congressional Oversight 
Panel, but had only tangential involvement with this report. 

https://www.fideli
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however, has argued that the COP report “assumes too much,” as its pri- 
mary evidence are surveys of senior loan officers, which do not provide the 
granular evidence necessary to conclude that underwriting standards were 
substantially weakened.19 Instead, Marsh argues that research needs to ex- 
amine debt service covenant ratios, reserves, and loan covenants.20 

A trio of focused studies by real estate economists Timothy J. Rid- 
diough and Jun Zhu,2’ Richard Stanton and Nancy Wallace,22 and Andrew 
CohenZ3 have all separately explored the role of credit rating agencies in the 
CMBS bubble. While we do not disagree with their assertions of debased 
CMBS credit ratings in the lead up to the financial crisis, these papers and 
the literature in general have missed a major institutional market structure 
shift. In this Article, we explain this shift, which has important implications 
for the CMBS market going forward. 

This Article begins by explaining the differences in the financing of 
RRE and CRE in Part I. It then turns in Part I1 to a discussion of the changes 
in CRE financing and the institutional structure of the CMBS market during 
the bubble, and in Part I11 to the decline in CMBS underwriting. Part IV 
considers alternative explanations of the CMBS bubble. Part V considers 
why the private-label CRE securitization market has returned, whereas the 
private-label RRE securitization market remains moribund. Our final section 
concludes. 

I. RESIDENTIAL AND COMMERCIAL REAL ESTATE FINANCING 

Real estate is the world’s largest asset class, and real estate investment 
is typically leveraged. Real estate investors use leverage to boost returns, but 
also because the purchase and improvement of real estate is a capital-inten- 
sive endeavor and investors often do not wish to tie up their liquidity in a 
single, illiquid asset. Thus, borrowing is at the heart of the real estate market, 
and real estate borrowing is almost always secured with mortgages on the 
real estate. 

While there are many common characteristics to all real estate lending, 
there are important distinctions between residential and commercial real es- 
tate finance. First, any financing must look at the source of repayment. This 
varies significantly between RRE and CRE. 

Tanya D. Marsh, Understanding the Commercial Real Estate Debt Crisis, 1 HARV. Bus. 
L. REV. ONLINE 33, 37 (2011). 

2o Id. ’* See Timothy J. Riddiough & Jun Zhu, Shopping, Relationships, and Influence In the 
Market for Credit Ratings (Nov. 2009) (unpublished manuscript), available at http://merage. 
uci.edulResearchAndCenters/CRE/Resources~ocuments/O3%2ORiddiough%2OCreditRatings 
Game-1 1-09.pdf. 

22 See Richard Stanton & Nancy Wallace, CMBS Subordination, Ratings Inflation, and the 
Crisis of2007-2009 (Nat’l Bureau of Econ. Research, Working Paper No. 16206, 2010). 

23 See Andrew Cohen, Rating Shopping in the CMBS Market (Oct. 2011) (unpublished 
manuscript), http://www.federalreserve.gov/events/conferences/2O1 I/rsr/papers/Cohen.pdf. 

http://merage
http://www.federalreserve.gov/events/conferences/2O1
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In the U.S., RRE loans are frequently non-recourse as either a de jure 
or a de facto matter. This means that the lender is looking first to voluntary 
payments from the borrower’s income and other assets as a source of repay- 
ment, but ultimately to the property itself. If the borrower cannot or will not 
pay the mortgage loan, then the lender’s recovery in foreclosure will be the 
property’s value minus transaction costs. Accordingly, RRE underwriting fo- 
cuses on various debt-to-income (DTI) ratios-ratios that measure the abil- 
ity of the borrower to service the debt from current income-and the loan- 
to-value (LTV) ratio-which measures the ability of the property itself as a 
source of repayment. 

CRE loans are almost always nonrecourse, and often made to single- 
purpose entities formed specifically to hold the real estate, although they are 
sometimes supported by guarantees from third parties, including personal 
guarantees from the property owner. The repayment source for CRE loans 
differs, however, from RRE loans. CRE loans are for income-producing 
properties, whereas RRE loans (other than loans to small landlords with 1-4 
family properties) are not for income-producing pr0perties.2~ This Article 
does not consider the financing of multi-family properties (defined as hous- 
ing more than five families); although securities backed by multi-family 
properties are considered CMBS, they are a separate and distinct submarket 
with a different cast of institutional players. 

Thus, whereas voluntary payments on RRE loans come first from the 
personal income and assets of the owner unrelated to the property, a CRE 
loan is typically financed based on the rents from the property. In the case of 
a loan made to a single-purpose entity borrower that is merely a shell hold- 
ing company for the real estate, there is no income unrelated to rents from 
the property. This means that a CRE lender is concerned not just about DTI 
and LTV ratios for its underwriting, but also about the debt service coverage 
ratio (DSCR)-the ratio of rents from the property to mortgage payments. 

Nonrecourse RRE and CRE lending has an implicit “put option” for 
the borrower included in the loan. The borrower may satisfy the debt by 
surrendering the property to the lender. This is the equivalent of a “put op- 
tion” to repurchase the loan, with the strike price being the value of the 
property. The option is only “in the money” if the property is worth less 
than the amount owed on the loan (the LTV> loo%), meaning that the prop- 
erty is “upside down” or “underwater” or that there is “negative equity.” 

Different factors may mitigate against strategic use of this put option in 
RRE and CRE. In the RRE context, the property being the borrower’s resi- 
dence as well as an investment serves as a major deterrent against exercising 
the “put option” through “jingle mail” or “strategic default.” Residential 
real estate is both an investment and a consumable, and the transaction costs 
combined with idiosyncratic preferences for particular residences serve as 

24See Charles C. Tu & Mark J. Eppli, Term Default, Balloon Risk, and Credit Risk in 
Commercial Mortgages, J. FIXED INCOME, Dec. 2003, at 42. 
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strong counterweights to strategic default.25 RRE borrowers also benefit 
from the fact that mortgage interest on some RRE loans is tax deductible up 
to $1 ,000,000.26 Additionally, consumer credit reporting acts as a disincen- 
tive for strategically defaulting in the residential c0ntext.2~ For CRE, con- 
sumption value is rarely a factor (although sometimes CRE borrowers will 
use the CRE themselves), but personal or third party guarantees may serve 
as a disincentive to strategically default. 

Not only do the repayment sources and use of properties vary between 
RRE and CRE, but so too does financing. RRE loans tend to be much 
smaller than CRE loans since the value of a residence is typically less than 
for an office building, for example. A typical RRE loan is for $200,000, 
while CRE loans start in the millions and can be for tens of millions or even 
more for unusual marquee properties. The larger size of CRE loans means 
that there is greater credit risk exposure on any single property, which af- 
fects CMBS securitization structures, as explained below in Part 11. 

Furthermore, lenders’ exposure to interest rate risk differs between RRE 
and CRE. RRE loans tend to have longer terms than CRE loans. Whereas 
RRE loans are often for terms of 15-30 years, the standard CRE loan has a 
10-year term,28 and longer CRE loans are uncommon. RRE loans are typi- 
cally fully amortized, while CRE loans are rarely fully amortized.29 CRE 
loans are either interest-only, with a balloon payment of principal upon ma- 
turity or are partially amortized with an amortization period longer than the 
term of the loan, such as a “10/25,” which has a 10-year term and a 25-year 
amortization, meaning that there is a balloon payment of part of the principal 
due at maturity.” Although a sinking fund can be used to accumulate princi- 
pal for the balloon payment, CRE loans are often intended to be rolled over 
or refinanced when their terms expire. 

In the U.S., RRE loans can usually be easily refinanced or prepaid be- 
cause they are commonly fixed-rate loans with no prepayment penalties. 
This means that for most RRE loans, the lender bears the interest rate risk. If 
rates go up, the lender is stuck holding a below-market rate asset. If rates go 
down, the borrower will refinance into a market rate product. 

25 Strategic default (also known as “ruthless default”) means that the homeowner exer- 
cises the “put option” implicit in a non-recourse mortgage by abandoning the property to the 
lender when the put option becomes “in the money” because the loan is “underwater” mean- 
ing that the property securing the loan is worth less than the unpaid balance on the loan. 

26 26 U.S.C. $ 163(h)(ii) (2006) (permitting tax deduction of interest paid on home mort- 
gages of up to $1 million). 

27 Credit Reports and Credit Scores, BD. OF GOVERNORS OF THE FED. RFSERVE SYS.,  http:/ 
/www.federalreserve.gov/creditreports/ (last visited Feb. 5, 201 3). 

28 See Sheridan Titman, Stathis Tompaidis & Sergey Tsyplakov, Determinants of Credit 
Spreads in Commercial Mortgages, 33 REAL ESTATE ECON. 711, 717 (2005). 

29 See Tu & Eppli, supra note 24, at 4243.  
30 Id. 
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CRE loans are also usually fixed-rate loans,31 but CRE loans typically 
have some sort of prepayment penalty,32 yield maintenance clause,33 lock-out 
pr0vision,3~ or defeasance term3s that prevents or discourages refinancing if 
interest rates fall. Moreover, the relatively short term of CRE loans reduces 
interest rate risk. Thus, CRE lenders have much less exposure to interest rate 
risk than RRE lenders. They may end up holding an asset with a below- 
market rate, but they will not lose their above-market rate assets to refinanc- 
ing. As we explain in Part I1 below, this means that CMBS securitization 
structures are focused solely on credit risk. 

Residential loans are financed primarily through securitization. 62% of 
residential mortgages by dollar volume are se~urit ized,~~ but securitization 
rates have been above 80% in recent years.37 Even this figure understates the 
importance of securitization for RRE finance, as it includes “jumbo” loans 
and second lien loans that do not qualify for purchase by government-spon- 
sored entities or for FHA-insurance and therefore are securitized at substan- 
tially lower rates.38 

Andreas D. Christopoulos, Robert A. Jarrow & Yildiray Yildirim, Commercial Mort- 
gage-Backed Securities (CMBSJ and Market Efficiency with Respect to Costly Information, 36 
REAL ESTATE ECON. 441, 445 (2008). 

32 Id. A prepayment penalty permits prepayment, but requires an additional penalty pay- 
ment for prepaying. 

33 A yield maintenance clause permits prepayment, but requires a prepayment penalty 
such that the yield received to maturity by the lender is not affected. 

34 A lock-out provision prohibits prepayment for a certain term. 
35 Defeasance is a procedure for permitting the exchange of collateral. See Megan W. 

Murray, Note, Prepayment Premiums: Contracting for Future Financial Stability in the Com- 
mercial Lending Market, 96 IOWA L. REV. 1037, 1053-54 (2011). In a typical defeasance 
situation, the borrower wishes to sell the mortgaged property. Because of a due-on-sale clause 
in the mortgage, this sale would trigger a prepayment. For Real Estate Mortgage Investment 
Companies (REMICs) this presents a particular problem because any prepayment must be 
distributed to the REMIC investors; it cannot be held and reinvested by the REMIC. See 26 
U.S.C. 8 860G(a)(5)-(6) (2006) (defining a REMIC “permitted investment” to include a 
“cash flow investment” and then defining “cash flow investment” as “any investment of 
amounts received under qualified mortgages for a temporary period before distribution to 
holders of interests in the REMIC. . . .”) (emphasis added); see also 26 C.F.R. 3 1.86OG- 
2(8)(g) (2006). 

The REMIC tax rules, however, permit the borrower to substitute alternative collateral of 
government securities for the real estate collateral if the mortgage documents permit such a 
substitution. See 26 C.F.R. 3 1.86OG-2(a)(S)(ii)(A)-(D). The purpose is to facilitate a sale of 
the property rather than to collateralize the REMIC with non-qualified property types, and the 
defeasance occurs after two years from the REMIC’s start-up date. Id. Thus, the mortgage lien 
on the real estate is cancelled, but the mortgage note remains outstanding and is paid through 
the cash flow on government securities. For more on REMIC rules see infra note 5 1. 

36 INSIDE MORTGAGE FINANCE, 201 1 MORTGAGE MARKET STATISTICAL ANNUAL (201 1). 
37 Id. 
38 Id. The RRE financing market has been undergoing significant changes over the past 

two decades. Prior to the 1990s, most RRE loans were held in portfolio by their originating 
lenders, with a significant minority securitized through government-sponsored entities Fannie 
Mae and Freddie Mac or the government agency Ginnie Mae (for FHA-insured and VA-guar- 
anteed loans). See Patricia A. McCoy, Andrey D. Pavlov & Susan M. Wachter, Systemic Risk 
Through Securitization: The Result of Deregulation and Regulatory Failure, 41 CONN. L. Rev. 
493, 50143 (2009). The Savings and Loan (S&L) crisis highlighted the interest rate risks for 
depositories funding long-term, fixed-rate assets like mortgages through short-term, flighty 
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The majority of CRE remains financed through portfolio lenders. Ap- 
proximately 80% of CRE (excluding multifamily residential CRE) debt is 
currently held in portfolio, rather than ~ecuritized.~~ Depositaries, particu- 
larly commercial banks dominate the CRE market, holding roughly half of 
all CRE debt.40 Life insurance companies also play a major role in CRE 
portfolio lending, holding approximately 10% of CRE debt outstanding.4l 
The GSEs hold significant CRE in their own portfolios, but it is exclusively 
multi-family housing; they do not purchase mortgages backed by office, in- 
dustrial, retail, or hospitality properties. 

As Figure 2 shows, however, an increasingly large share of commercial 
real estate debt is now financed through commercial mortgage backed secur- 
ities (CMBS). The issuance of CMBS began gingerly with the Resolution 
Trust Corporation’s efforts to dispose of the assets of failed The 
RTC began to securitize the failed S&Ls’ CRE portfolios in the mid-1990s.” 
The success of the RTC securitizations showed that a market could work in 
CMBS and soon private CMBS deals were being done.44 By 2007, CMBS 
accounted for 26% of CRE debt outstanding and 46% of CRE debt 
originated in 2007.45 

liabilities like deposits. Id. As interest rates rose in the late 1970s, S&Ls had to offer increas- 
ingly high rates to their depositors. See Richard Green et al., Misaligned Incentives and Mort- 
gage Lending in Asia 6-7 (Univ. of Pa. Law Sch. Inst. for Law & Ekon., Research Paper No. 
08-27, 2008), available at http://ssm.com/abstract = 1287687#. Yet the S&Ls’ primary assets 
were long-term, fixed-rate mortgages. Id. As a result, the S&Ls found themselves paying 
higher rates than they were earning and were rapidly decapitalized. See McCoy et al., supra, at 
540. 

The mortgage market responded to the problem of rising interest rates in two ways. First, 
adjustable-rate mortgages became more prevalent, particularly in light of regulatory changes 
making it possible for federally-chartered banks and S&Ls to issue adjustable-rate obligations. 
See id. at 502. Adjustable-rate mortgages, however, merely transfer interest rate risk from the 
lender to the borrower, which limits their popularity with consumers because consumers are 
ill-equipped to handle interest rate risk. 

The second response was a shift in mortgage financing away from depositaries and toward 
securitization. See id. at 495-96. Securitization of fixed-rate mortgages places the interest rate 
risk on mortgage-backed securities investors, who are often better able to match asset and 
liability durations than depositaries. Until the mid-1990s almost all residential mortgage 
securitization was done by Fannie Mae, Freddie Mac, and Ginnie Mae; there was only a small 
private-label securitization market in ultra-prime “jumbo” mortgages. See id. at 496-97. The 
growth and profitability of the real estate securitization market in the 1980s and early 1990s, 
however, encouraged the entry of private financial institutions, which focused on the riskier 
subprime market. 

39 FLOWS OF FUNDS ACCOUNTS HISTORICAL DATA OUTSTANDING UNADJUSTED, supra note 
4, at t. F.220. 

40 Id. 
41 Id. 
42 Andreas D. Christopoulos, Robert A. Jarrow & Yildiray Yildirim, Commercial Mort- 

gage-Backed Securities (CMBS) and Market Esficiency with Respect to Costly Information, 36 
REAL ESTATE ECON. 441, 441 (2008). 

43 Id. 

45 FLOWS OF FUNDS ACCOUNTS HISTORICAL DATA OUTSTANDING UNADJUSTED, supra note 
See id. 

4, at t. F.220. 

http://ssm.com/abstract
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FIGURE 2. MARKET SHARE OF OUTSTANDING COMMERCIAL REAL ESTATE 
FINANCING (MULTI-FAMILY EXCLUDED) 

BY FINANCING CHANNEL* 
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The properties supporting CMBS are much more geographically con- 
centrated than those supporting RMBS. CMBS are backed by properties 
from roughly sixty major urban markets-markets that are large enough to 
provide sufficient comparable properties for appraisal purposes. Thus, for 
these sixty or so markets, CMBS plays a proportionally greater financing 
role, meaning that the above figures understate the importance of the CMBS 
financing channel in certain markets. Publicly available market-specific data 
on financing channels does not exist, but CMBS is focused on these larger 
markets where information on factors like vacancy rates, market demand 
(absorption rates) are available. 

Also, unlike the RMBS market, the CMBS market is almost entirely 
private-label securitization. (See Figures 3 and 4 below.) The sole CRE 
securitized by the GSEs or guaranteed by Ginnie Mae are multi-family resi- 
dences, and the GSEs and Ginnie Mae account for the majority of multi- 
family-backed CMBS.47 The CMBS market for other CRE property classes 
such as industrial, retail, office, and hospitality, is financed solely by the 
private market. 

46 Id. at t. L.220 ("Other" includes finance companies, nonfinancial corporate businesses, 
and nonfarm noncorporate businesses, GSEs, pension plans, government, REITs, and finance 
companies) (multi-family properties are excluded). 

47 Id. at t. L.219 (multifamily mortgages). 
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FIGURE 3. NUMBER OF CMBS DEALS (INCLUDING MULTIFAMILY) 
ANNUALLY4* 

Q Private CMBS Government/Agency CMBS 

FIGURE 4. TOTAL CMBS DOLLAR VOLUME ISSUANCE ANNUALLY 
(INCLUDING MULTTFAMLY)49 
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48 CMBS Database, COMMERCIAL MORTGAGE ALERT, http://www.cmalert.com/about- 
cmbsphp. 

49 Id. 

http://www.cmalert.com/about
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CMBS are one of the simplest securitization structures, as they usually 
feature no internal credit enhancements other than the senior-subordinate 
structure of the tranches. Internal credit enhancements commonly found in 
RMBS such as excess spread or over-collateralization are extremely rare in 
CMBS.50 

The vast majority of CMBS is comprised of loans that are originated 
with an eye toward securitization, known as “conduit” Some loans 

See Cohen, supra note 23. 
CMBS are almost always structured for pass-through federal tax status as Real Estate 

Mortgage Investment Conduits (REMICs). See 26 U.S.C. $0 160-16OG (2006). Accordingly, 
CRE loans originated with an eye toward securitization are known as “conduit loans,” and 
CRE lenders who intend to securitize the loans they make, rather than hold them in portfolio, 
are known as “conduit lenders”. (A few CMBS have been structured as Financial Asset 
Securitization Investment Trusts (FASITs), another type of pass-through federal tax structure, 
authorization for which has since been repealed, in part because this structure never found 
favor in CMBS or any other type of securitization.) See STEVE BERGSMAN, MAVERICK REAL 
ESTATE FINANCING: THE ART OF RAISING CAPITAL AND -G PROPERTIES LIKE Ross, 
SANDERS AND CAREY 49-51 (2006). 

REMIC status means that the securitization vehicle (referred to as “the REMIC”) that elects 
for REMIC treatment is generally not taxed on the income it collects from the loans it owns. 
See ALSTON & BIRD LLP, REMIC TAX CONCERNS SURROUNDING FORECLOSURES 2 (2012), 
available at http://www.alston.comlFiles/Publication/94d73e69-1d90-4357-ae25-56e43c20a1 
7b/Presentation/PublicationAttachment/6e5 13286-604a-41f4-9d2b-57 13fecd83dall2- 146%20 
Tax%20Concerns%20Foreclosures.pdf. Instead, there is only a single level of taxation, on the 
CMBS investors for the income they receive on the CMBS. The tax-advantaged REMIC status 
is critical to the economics of CMBS; without pass-through tax status, the post-tax yields on 
CMBS would be unappealingly low. 

The structure of CMBS deals and indeed the underlying loans is heavily shaped by the need 
to qualify for REMIC status. The REMIC rules place limits on how CMBS securities may be 
structured, what the collateral in a CMBS deal may be, limits on the modification of the terms 
of the collateral loans, and restrictions on when the tax-privileged vehicle may acquire and 
dispose of property. 

A REMIC may have only one class of “residual interests,” 26 U.S.C. 8 860D(a)(2F(3), 
which means anything other type of interest than one which pays a specified principal amount, 
26 U.S.C. $8 860G(a)-(b), and the residual interest must pay out pro rata, 26 U.S.C. 
8 860D(a)(3). This restricts the ability to structure REMICs’ residual interests. REMIC status 
does not mandate the use of a particular type of entity, and CMBS employ a variety of entities, 
including corporations (with a mandatory independent director and unanimity requirement for 
bankruptcy filing), limited partnerships (with an SPE as the general partner to avoid the risk of 
dissolution upon the general partner’s bankruptcy under the Revised Uniform Limited Partner- 
ship Act), limited liability companies (again with an SPE as a member) and trusts. See US. 
CMBS Legal and Structured Finance Criteria: Special-Purpose Bankruptcy-Remote Entities, 
STANDARD & POORS (May 1,2003), http://www.standardandpoors.com/prot/ratings/a~icle~en/ 
us/?articleType=HTML&assetID= 1245319379077. This contrasts with RMBS, where the 
trust form is almost always used. CMBS often eschews the trust form because of the desire to 
have more active management involvement than is possible with a trust. 

A REMIC’s assets must be principally secured by a real estate interest, 26 U.S.C. 
8 860D(a)(4), which IRS regulations have defined as being at 125% LTV or lower. 26 C.F.R. 
8 1.860G-2(a)(l) (capping value to loan ratios for REMIC eligible assets at SO%, which is 
125% loan-to-value). These assets may include mortgages, deeds of trust or participation cer- 
tificates in pools of mortgage pass-throughs. 26 C.F.R. 8 1.860G-2(a)(5). 

While not required by REMIC rules, CMBS conduit loans are almost always first-lien loans 
(including credit tenant leases-loans secured by both the property and the rents from the 
property’s tenants). While second liens are done in CRE financing, the more common form of 
second lien financing is the mezzanine loan. A mezzanine loan is a loan secured not by the 
property itself, but by the equity of the company that holds the equity interest in the property, 

http://www.alston.comlFiles/Publication/94d73e69-1d90-4357-ae25-56e43c20a1
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in CMBS are not originated with securitization in mind; they were intended 
to be portfolio loans that were subsequently securitized because the lender 
had liquidity or regulatory capital needs or simply saw a favorable market 
opport~nity.~~ While the percentage of deals with originated-for-securitiza- 
tion (OFSS3) collateral has been above 70% since 1998, it increased between 
2004 and 2008-the years of the bubble-to 90%. (See Figure 5.)  

typically an LLC. Mark S. Fawer & Michael J. Waters, Mezzanine Loans and the Intercreditor 
Agreement: Not Etched in Stone, REAL ESTATE FIN. J., Spring 2007, at 79,80. The advantage 
to this arrangement is that it permits much faster foreclosure, as the LLC interests are personal 
and thus foreclosed on through Uniform Commercial Code (UCC) procedures, rather than 
through real estate law. Id. at 81. A UCC foreclosure can occur in a matter of weeks, whereas a 
real estate foreclosure may take months or years. See id. Mezzanine loans are typically used to 
finance new construction, to fund the purchase of underperforming properties on the assump- 
tion that higher occupancy rates and thus cash flows are possible, and as a means by which 
equity-holders can cash out their equity in REMIC properties where prepayment is not feasible 
because of penalties, yield maintenance, lockout, or defeasance clauses. 

The basic idea behind a REMIC’s pass-through tax status is that the REMIC is a passive 
holding shell for mortgages. Accordingly, REMICs are restricted in their ability to acquire, 
modify and dispose of mortgages. REMICs must acquire their assets on or within 3 months of 
their startup date, meaning the date on which the REMIC issues its securities, 26 U.S.C. 
3 860G(a)(3), (9) (defining “qualified mortgage” and “startup date”), unless the asset is a 
“qualified replacement mortgage” which much be received within 2 years of the REMIC’s 
startup date. 26 U.S.C. 3 860G(a)(4). This prevents REMICs from acting as mortgage invest- 
ment firms. (See also Murray, supra note 35, on defeasance restrictions for REMICs.) Simi- 
larly, REMICs are subject to a punitive 100% tax on all net income from prohibited 
transactions, which includes any disposal of a mortgage not “incident to the foreclosure, de- 
fault, or imminent default of the mortgage.” 26 U.S.C. $ 860F(a)(2)(A)(ii). Likewise, REMICs 
are restricted in their ability to modify mortgages without the modification being treated as a 
prohibited transaction, subject to the punitive taxation. 26 C.F.R. 5 1.860G-2(b). A major ex- 
ception is for modification of mortgages where the “[clhanges in the terms of the obligation 
[are] occasioned by default or a reasonably foreseeable default.” 26 C.F.R. 5 1.86OG- 
2(b)(3)(i). 

Conduit lenders do hold some risk on the CMBS loans. First, they have warehouse risk, 
meaning that they are exposed to the performance of the loan between the time of origination 
and the time of securitization. If the market freezes or it is not possible to securitize the loan 
for some reason, the conduit lender will be forced to retain the loan. This can be particularly 
problematic for conduit lenders that funded the loan using a warehouse line of credit; the 
inability to sell the loan into the securitization market means that the conduit lender cannot 
repay its warehouse line of credit and will see its financing costs increase. 

Conduit lenders also hold risk on the loans they securitize in the form of the representations 
and warranties they make about the loans in the securitization process. If the representations 
and warranties are violated, the conduit lender may be required to repurchase the loan from the 
securitization pool, which place both a liquidity strain on the conduit lender and exposes the 
conduit lender to the loan’s performance going forward. 

52 The original CMBS securitizations by the Resolution Trust Corporation all involved 
loans that had originally been in the portfolios of failed banks. 

53 For more information on OFS collateral in CMBS, see Xudong An, Yongheng Deng & 
Stuart A. Gabriel, Asymmetric Information, Adverse Selection and the Pricing of CMBS 
28-29 (Jan. 29, 2010) (unpublished manuscript), available at http://merage.uci.edu/Research 
AndCenters/CREYResources/Documents/01-%20Gabriel-An-Deng%2OAsymmetric%2OPaper. 
pdf (finding that OFS loans are priced to include a “lemons discount”). 

http://merage.uci.edu/Research
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FIGURE 5. PERCENTAGE OF CMBS DEALS WITH ORIGINATED-FOR- 
SECURITIZATION (OFS)  COLLATERAL^^ 

11. THE CHANGE IN CMBS MARKET STRUCTURE 

There was a dramatic growth in the CMBS market in the decade from 
1998 to 2007.55 During this decade, the CMBS market not only grew in size; 
it also witnessed a dramatic change in the identity of its participants. 

FIGURE 6. MARKET SHARE OF OUTSTANDING COMMERCIAL REAL ESTATE 
FINANCING BY FINANCING CHANNELs6 
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54 CMBS Database, supra note 48 (authors’ calculation). 
55 See Figure 6, infra. 
56 FLOWS OF FUNDS ACCOUNTS HISTORICAL DATA OUTSTANDING UNADJUSTED, supra note 

4, at L. 220 (commercial mortgages). “Other” includes finance companies, nonfinancial 
corporate businesses, and nonfarm non-corporate businesses, GSEs, pension plans, 
government, REITs, and finance companies. Multi-family properties are excluded. 



98 Haward Business Law Review [Vol. 3 

Historically, CMBS were focused on credit risk because CMBS are 
prone to idiosyncratic default risk-the risk of major loss because of a small 
number of loan  default^.^' In contrast to RMBS, CMBS pools feature small 
numbers of loans with large balances.58 Whereas an RMBS issuance will be 
backed by a pool of thousands of properties, a CMBS pool will be backed by 
dozens or hundreds or sometimes even a single property.59 Therefore, in a 
CMBS pool, the relative importance of any particular property’s perform- 
ance is much greater than in an RMBS pool, where idiosyncratic default risk 
is largely eliminated through diversification. 

CMBS’s concern about credit risk has resulted in a very different deal 
structure than in RMBS. A CMBS deal is divided into two parts, an “A- 
piece” and a “B-piece.’’60 The A-piece consists of the investment-grade 
tranches, whereas the B-piece consists of the subordinated, non-investment- 
grade tranches.61 Because credit risk is concentrated on the B-piece, CMBS 
deals provide special rights and protections to B-piece investors, beginning 
in the origination process.62 

After a pool of commercial real estate mortgages is created, the CMBS 
deal sponsor presents the pool to rating agencies to get a sense of what the 
rating will be given particular structures and credit  enhancement^.^^ Next the 
pool is presented for bidding to B-piece investors.@ The winning bidder per- 
forms additional diligence on the As the result of the diligence, the B- 
piece investor will sometime insist on “kickouts”-the removal of particular 

57 CMBS Pricing, TREPP, http://www.trepp.com/templ-a.cgi?whichTrepp=m&cmbs- 
product=pricing (“In the RMBS universe, credit concerns are dwarfed by interest rate risk 
considerations. In the CMBS universe, however, the opposite is true. Credit risk dominates the 
analytical process in CMBS as interest rate sensitivity, while still relevant, is of secondary 
concern.”). RMBS investors have historically been more focused on interest rate risk, which is 
a much smaller concern for CMBS investors. CMBS have little prepayment risk because most 
CRE loans have prepayment penalties, yield maintenance, or defeasance provisions that make 
refinancing impractical. See FRANK J. FABOZZI, FIXED INCOME ANALYSIS 300 (2nd ed. 2007). 
Instead, their prepayment characteristics are similar to corporate bonds. Id. 

58 Patrick Corcoran & Joshua Phillips, Floating Rate Commercial Mortgage-Backed Se- 
curities, CMBS WORLD, Summer 2000, at 14, 15. 

59 The median (mean) number of properties in a U.S.-denominated CMBS deal with US 
collateral is 99 (130), and the median (mean) number of loans of is 53 (119) with median 
(mean) loan size of $6.62 million ($6.19 million). CMBS Database, supra note 48 (authors’ 
calculations). The typical US residential mortgage loan is for about $200,000. Id. 

M, See Kenneth J. Cusick, Understanding CMBS: A Borrower’s Handbook, CUSICK FINAN- 
CIAL 3 (2009), available at http://www.cusickfinancial.com/Borrower’s%20CMBS%20Hand 
book.pdf. 

62 See Lany Cordell & Adam J. Levitin, What RMBS Servicing Can Learn from CMBS 
Servicing (Geo. Law & Econ. Research Paper, 2010), available at http://ssrn.com/abstract= 
1640326. 

63 CW Capital Investments, The Evolution of the CMBS Market, Powerpoint Slides for a 
presentation at the CRE Annual Convention, Maui, Hawaii, slide 11 (October 23-26, 2006), 
http://www.cre.org/images/events/haw~i~O6/presentations/hawaii~O6~si~va.ppt. 

See id. 

Id. 
65 Id. 

http://www.trepp.com/templ-a.cgi?whichTrepp=m&cmbs
http://www.cusickfinancial.com/Borrower�s%20CMBS%20Hand
http://ssrn.com/abstract
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loans from the p001.6 Once negotiations with the B-piece investor are final- 
ized, the deal is presented to the rating agencies for rating, and once the 
bonds are rated, the prospectus for the investment grade (A-piece) is circu- 
lated to investors.67 

Before 2004, there were only a small number of B-piece investors. This 
meant that they could exert significant market power and insist on kickouts 
for any properties with which they were uncomfortable. Kickouts are expen- 
sive for CMBS deal sponsors, typically investment banks that are borrowing 
money on warehouse lines from commercial banks to finance the purchase 
of CRE loans that they are pooling for securitization. If a property is kicked 
out of a deal, the deal sponsor will have to continue to hold that property 
itself, which means the sponsor is left financing a lemon. The risk of kick- 
outs thus led CMBS deal sponsors to be careful in their selection of proper- 
ties for pools, which meant that riskier CRE ventures did not get securitized. 
Because riskier ventures were consigned to balance sheet lending, under- 
writing standards retained discipline. The strength of subordinate lenders in 
the CMBS market kept underwriting standards in check.68 

This market equilibrium changed in 2004, as the B-piece market dra- 
matically expanded with the maturation of the CDO market for CRE.69 As a 
real estate investment trust (REIT) noted in a 2004 letter to investors: 

The flurry of new entrants and the emergence of improved CDO 
technology have dramatically changed the dynamics of B-Piece 
acquisition. The norm for a B-Piece investor has changed from a 
buy-and-hold mentality to a CDO warehouse mentality. Many B- 
Piece investors are aggressively pursuing product with the intent 
of aggregating it for resale in the form of a CDO. This factor has 
changed the focus on subordination levels, credit quality, and re- 
quired yields from appropriate long-term risk-return balancing 
from a real estate perspective to that of short-term stability until 
CDO execution. Between the high CDO proceeds (and don’t forget 
who is buying those bonds) and the fees from special servicing and 

66 Id. 
67 Id. 
68See The Evolution of Commercial Real Estate (CRE) CDOs, NOMURA FIXED IN- 

COME RES. (Jan. 4, 2006), http://www.securitization.net/pd~omwdCRE-CDO~4JanO6.pdf 
(“Subordinate lenders often exercise great influence on the fortune of troubled CRE loans, and 
the involvement of commercial real estate experts also benefits other CDO investors.”). 

ffl See id. at 1. CRE CDOs had existed since 1999. Id. Originally they were created to 
provide “long-term, non-mark-to-market financing for CMBS B-piece buyers.” See id. 
(“Since the early days, the primary motivation of CRE CDOs has been the financing needs of 
B-piece buyers and special servicers, who have extensive experience in the commercial real 
estate market.”). The first CRE CDOs were liquidity provision mechanisms for B-piece buy- 
ers, not a source of market demand for CRE assets in their own right. The line between provid- 
ing spot liquidity and becoming a liquidity spigot for the entire market is a fine one, however. 
Put differently, too much liquidity is no longer liquidity-it’s a credit bubble bath. 
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asset management, the B-Piece investors have very low basis in 
their interests-no investment at risk.70 

CDOs represented not only a problem of non-expert CRE investors entering 
the market, but also a separate agency problem, in that the incentives of 
CDO managers do not track those of CDO  investor^.^' Agency problems are 

~~ 

’O ARCap, WIT, Inc. An Open LRtter to Investment Grade Investors: Buyer Beware 1, 2 
The B-Piece 1 (Oct. 2004) (on file with the Harvard Business Law Review). 

CDO managers are compensated through two separate management fees, a senior and a 
subordinated fee. See Douglas J. Lucas, Laurie Goodman & Frank Fabozzi, Collateralized 
Debt Obligations and Credit Risk Transfer 7, (Yale Int’l Ctr. For Fin., Working Paper No. 
07-06, 2007), http://ssrn.com/abstract=997276. The senior fee is paid at the top of the cash 
flow waterfall, before any of the investors in the CDO receive payment. See id. The subordi- 
nated fee is paid after all of the investors other than the “equity tranche” are paid. See id. It is 
the junior most “debt” tranche in the CDO. See id. The subordinated fee portion is typically 
twice the size of the senior fee portion. Manual Arrive & Pablo Mazzini, Outlook on the CLO 
Manager Landscape: Features of the Survivors, THE HEDGE FUND J. (Oct. ZOOS), http://www. 
thehedgefundjournal .com/magazine/2008 1 O/research/outlook-on- the-clo-manager-landscape-. 
php. (in Europe the term CLO (collateralized loan obligation) is often used for CDO, rather 
than in its American usage which denotes a securitization of corporate loans). 

The fees are based on assets under management, but because of their structuring, the subor- 
dinated fee depends on both assets under management and the CDO’s performance; if the CDO 
performs poorly, the subordinated fee will be too far down in the cash flow waterfall to receive 
a recovery. The belief was that keeping the majority of CDO manager compensation in a 
subordinated fee would align the CDO manager’s incentives with those of the CDO investors. 
RICK WATSON & JEREMY CARTER, ASSET SECURITISATTON AND SYNTHETIC STRUCTURES: INNO- 
VATIONS IN THE EUROPEAN CREDIT MARKETS 189 (2006). 

In fact, this fee structure encourages CDO managers to (1) maximize assets under manage- 
ment and (2) maximize the short-term return on those assets, even at the expense of long-term 
performance. While the senior/subordinate structure of CDO managers’ fees has some resem- 
blance to that of B-piece investodspecial servicers for commercial mortgage-backed securities, 
it does not fully align the CDO manager’s interests with those of investors, the way a “horizon- 
tal” tranche that would take a pro rata recovery on all assets in the CDO would do. First, if the 
CDO manager’s fee level is high enough, the CDO manager may be content leaving money on 
the table in the form of the subordinated tranche; the CDO manager may be making enough 
money from the senior fee, that income from the subordinated tranche is irrelevant. This ap- 
pears to have been the case with the infamous CDO manager Wing Chau, memorably de- 
scribed in Michael Lewis’ The Big Short. See LEWIS, supra note 2, at 13843. 

Second, this structure does not compensate the CDO manager based on the ultimate per- 
formance-to-maturity of the CDO. Instead, like hedge fund managers, the CDO manager is 
compensated based on short-term performance. The result is a replication of the dynamics of 
the bonus-pool reward system and its “fake alpha” problem, with compensation based on 
short-term excess returns, rather than long-term performance. The CDO manager’s fees are 
paid from both interest and principal payments received by the CDO. Many assets held by 
CDOs have balloon payment structures, so that in the initial years of the CDO, the assets will 
be making only interest payments, not principal payments. See CORNERSTONE RESEARCH, 
COMMERCIAL REAL ESTATE: Is ANOTHER CRISIS LOOMING? I (2010), available at http://www. 
cornerstone.com/files/upload/Corne~tone-Rese~h-Co~ercial-Real-Estate.pdf. The CDO 
manager’s fees, however, have senior and subordinate status in both interest and principal 
payment waterfalls. 

This structure incentivizes CDO managers to load up on high-risk, high-return assets. While 
many of these assets will eventually default, the defaults will not all happen at the beginning of 
the CDO’s life. This means that for a while, at least, the interest payments received by the 
CDO will be quite high, so there will be cash flows to cover the subordinated fee. As defaults 
rise, the subordinated fee may become out-of-the-money, but it may not matter. Unlike inves- 
tors, CDO managers do not necessarily have any principal invested in the CDO. Thus, any 
income is in essence “gravy.” The CDO manager may have some reputation connected with 

http://ssrn.com/abstract=997276
http://www
http://www


20 131 The Commercial Real Estate Bubble 101 

endemic to all securitization. They also exist in bank lending, But the essen- 
tial problem with the entry of the CDOs into the CRE market was not the 
agency problem, but the information and expertise problem. Agency 
problems merely exacerbated the expertise and information problems. 

The result of the expansion of the B-piece market was increasing li- 
quidity in CRE lending. This was accompanied by deterioration in under- 
writing standards, as CRE loan originators became agents for securitization 
conduits, eager to increase volume and without skin in the game. Thus, the 
same REIT letter to investors observed that by 2004: 

Competition among lenders [in the commercial real estate market] 
is so fierce that borrowers can dictate terms that fly in the face of 
accepted credit standards. High loan proceeds, low debt service 
coverage requirements, aggressive property valuations, limited or 
no reserve requirements, substantial interest-only periods and 
other similarly aggressive loan terms are increasingly prevalent in 
conduit transactions. Combined with the non-recourse nature of 
conduit lending, these terms make it possible for a borrower to 
purchase and finance a property with little or no equity, strip cash 
flow for an extended period of time while the property performs, 
and then “put” the property back to the CMBS trust if the property 
fails to perform. Between the high loan proceeds and the immedi- 
ate cash flow, borrowers often have absolute no equity in a prop 
erty-no investment at risk.72 

Structured finance attorneys Stuart Goldstein and Angus Duncan also ob- 
served the same phenomenon: 

As competition for commercial real estate product has grown, 
firms have found themselves chasing loans in the US that did not 
neatly fit into the CMBS ‘box.’ We have seen the emergence of 
mezzanine loans, B notes, B participations and preferred equity as 
means of offering mortgage loan borrowers increased leverage. 
Originators of this collateral and investors in the B pieces of con- 
duit securitizations wanted to be able to securitise this product, but 
the rules relating to CMBS would not permit it.73 

CDOs offered the solution for securitizing nontraditional CRE ~ollateral.7~ 

the CDO, but reputational constraints may be irrelevant if the CDO manager can make enough 
money in a short time. Put differently, the structure of CDO manager compensation enables 
one to “get rich quick” and then retire, leaving the CDO investors to hold the bag. 

l2 ARCap, supra note 70. . 
73 Stuart Goldstein & Angus Duncan, The Developing Global Market for CRE COOS, ISR 

CDO SUPPLZMENT (March 2007), http://www.cadwalader.com/assetdarticle/O30107Duncan 
Goldstein1SR.pdf. 

74 CDOs also contributed to the growth in portfolio lending, as they purchased not only 
CMBS, but also various junior interests in real estate such as B-notes, mezzanine loans, and 
the like. As Jonathan Shlis has noted 

http://www.cadwalader.com/assetdarticle/O30107Duncan
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By 2004, however, the CRE CDO market had begun to change and 
with it the leverage that traditional B-piece buyers had over quality of 
CMBS underwriting declined. As the CRE CDO market expanded, a new 
class of B-piece buyers emerged. These new buyers were primarily conduit 
buyers, looking to repackage the B-pieces they purchased into CRE CDOs. 
As intermediaries, rather than end-investors, these new B-piece buyers were 
not particularly concerned about credit risk and lacked the long-standing 
CRE experience of traditional B-piece buyers. Not surprisingly, underwrit- 
ing standards deteriorated. 

Because it was now much easier for CMBS sponsors to sell the B-piece 
of deals, CMBS volume boomed along with CRE CDO volume. (See 
Figures 7 and 8, below.) CRE CDOs nearly tripled in volume from 2004 to 
2005 and CRE CDO volume was nearly a fifth of the total CMBS market. 
Moreover, existing CRE CDOs and CDOs were also resecuritized, creating 
an investment cocktail with unique “complexity and high leverage.”75 The 
expansion of CMBS relative to CDOs was essentially a leveraging of CDO 
investment in the B-piece with AAA-rated senior tranche investment. Thus a 
dollar in CDO investment in a CMBS B-piece translated into substantially 
more dollars in CMBS financing of CRE, and a dollar in CDO investment 
translated into yet more dollars in CMBS financing of CRE. Thus, a small 
expansion of the B-piece market meant a much larger expansion of credit for 
CMBS and thus for CRE. 

~~ 

Prior to 2004/2005, CRE CDOs were terra incognita-and deservedly s e t 0  most 
commercial real estate borrowers. Before those dates, CRE CDOs almost always 
were comprised solely of REIT debt, and, importantly, unrated and below-invest- 
ment-grade rated CMBS tranches known as frst loss pieces (“B-Piece”), providing 
long term financing to B-Piece buyers, thereby adding liquidity and providing a de- 
gree of risk sharing to the CMBS process. But in 2004, B-Notes [subordinated mort- 
gage notes], mezzanine loans [loans made to LLC development companies that own 
the equity in real estate developments], credit tenant leases, loans and debt-like pre- 
ferred equity were included with B-Pieces and REIT debt in CRE CDOs. And then 
in 2005, frst mortgage commercial real estate loans-“whole loans”-started be- 
coming collateral assets in CRE CDOs [meaning that whole loans were going di- 
rectly into CDOs, rather than into CMBS]. 

Jonathan Shils, Managed CRE CDO v. CMBS: Is One Better For A Borrower?, THE AM. L. 
INST. CONTINUING LEGAL EDUCATION GROUP, http://files.ali-aba.org/thumbs/datastoragel 
skoob/articlesRAB 16-Shils-thumb.pdf. 

75 Nomura, supra note 68. 

http://files.ali-aba.org/thumbs/datastoragel
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FIGURE 7 .  CMBS AND CRE CDO ISSUANCE  VOLUME^^ 
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76 COMMERCIAL MORTG. SEC. Assoc.; COMMERCIAL MTG ALERT, SUMMARY OF CDS 
ISSUANCE, available at http://www.cmalert.com/ranking.php?rid=3 19; INSIDE MORTGAGE 
FINANCE, 2010 MORTGAGE MARKET STATISTICAL ANNUAL (2010). 

77 CMBS Database, supra note 48 (authors’ calculations). Curiously, while aggregate 
annual deal amounts increased significantly during the bubble, the number of deals was static; 

http://www.cmalert.com/ranking.php?rid=3
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The development of the “new breed of CRE CDOs” created “added 
complexity in analyzing exposures to the commercial real estate sector that 
involve multiple layers of pooling and tran~hing’~ Accordingly, Nomura 
Fixed Income Research observed in 2006, that “Unfortunately, it is not clear 
at present if the rating agencies and market participants fully appreciate the 
implications of structural characteristics in different CRE assets [CRE, 
CMBS, CRE CDOs, and CRE CDOS].”~~ 

111. THE UNDERPRICING OF RISK IN THE CMBS MARKET 

As with RMBS, CMBS underwriting standards declined noticeably 
from 2004 to 2007. This can be measured through observable loan character- 
istics.80 Loan structures were changing as interest-only loans became in- 
creasingly common, rising from 47% of CMBS loans in 2004 to 86% in 
2007.81 This meant that there was decreasing protection from balloon risk at 
the loan level and less build of subordination at the deal level; with an amor- 
tizing loan, subordination levels increase as principal is paid off on the loan, 
making the senior tranches safer over time. 

Stated DSCRs also began to decline in 2004.82 The true extent of this 
decline may not be observable because of changes in how DSCRs were cal- 
culated. During this period, so-called “pro forma” loans emerged in CRE. 
Pro forma loans were the CRE equivalent of NINJA (no income, no job, no 
assets) loans in the RRE market. Pro forma loans calculated the DSCR are 
based on prospective rents, including leases anticipated, but not in-place and 
future rent increases, rather than leases in hand.83 In other words, pro forma 
loans’ DSCRs were solely aspirational. Thus, the decline in DSCR might 
well have been more pronounced than stated numbers show. 

Stated, observable LTVs remained steady during this period.84 How- 
ever, the presence of steady LTVs in a period with inflated asset prices actu- 
ally indicates declining underwriting standards; if asset prices are inflated, 

in other words, the average deal size increased significantly, rather than the number of deals. 
To some degree, of course, this reflects CRE price inflation from the bubble. 

78 Nomura, supra note 68. 
79 Id. 

Beyond these observable factors, we cannot rule out the existence of other, non-observ- 
able changes in the Underwriting of CMBS. 

Bill Pollert, Investors Strike Shuts Down Credit Markets 16, 18 (Feb. 1, 2008), http:// 
warrington.ufl.edu/graduate/academics/msf/docs/speakers/presentation~WPol~ertl.pdf; see 
also Joseph Gyourko, Understanding Commercial Real Estate: Just How Different from Hous- 
ing Is It? 28 (Nat’l Bureau of &on. Research, Working Paper No. 14708, 2009), available at 
http://www.nber.org/papers/w 14708 (between 2003 and 2007, the fraction of conduit loans 
with partial or full IO periods went from 10% to 90%). 

83 Gyourko, supra note 81, at 6, 29 (citing $40 billion in pro forma loans in market); see 
also Richard Stanton & Nancy Wallace, CMBS Subordination, Ratings Inflation, and Regula- 
tory-Capital Arbitrage (Aug. 6, 2012), http://faculty.haas.berkeley.edu/stanto~papers/pdf/ 
cmbx.pdf (recognizing that pro forma underwriting might debase DSCRs). 

Stanton & Wallace, supra note 22, at 8. 

84 Stanton & Wallace, supra note 22, at 8. 

http://www.nber.org/papers/w
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steady underwriting standards would require declining LTVs. If so, then a 
lack of volatility in CMBS pricing would indicate not steady underwriting 
standards, but declining underwriting standards because the pricing would 
have held steady while risk increased. 

The rating agencies themselves seemed to understand that underwriting 
quality was declining. CMBS ratings involve the credit rating agency taking 
the loan-level data given to it by the CMBS deal sponsor and re-underwrit- 
ing the loans based on what the rating agency believes are the stable cash 
flows, which produce a new “stressed LTV” and “stressed DSCR.”85 If one 
looks at the rating agencies’ stressed LTV ratios, those ratios actually in- 
creased and stressed DSCRs (See Figures 9 and 10) 

FIGURE 9. DECLINE IN CMBS UNDERWRITING STANDARDS*’ 
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85 See Cohen, supra note 23, at 4, 16-17. 
86 See id.; see also Fig. 4 and 5, supra. Notably, these stressed LTVs and DSCRs were 

available to investors in “pre-sale” reports from the ratings agencies. The disconnect between 
the ratings and the analysis is an important topic beyond the scope of this Article. 

87 Joseph N. Iadarola, Jr., The Opportunity for Investing in Commercial Mortgage Debt 4 
(Babson Capital Management LLC Research Paper No. CRE3701-08/413,2008), available at 
http://www.babsoncapital.com/BabsonCapit~~p~cs~tic~les~esearc~~le~e%2OOpportu 
nity%20for%20Investing%20in%20Commercial%2OMortgage%2ODebt.pdf. 
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FIGURE 10. CMBS LTVs COMPARED WITH CMBS STRESSED LTVsss 
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It is remarkable that even as risk for CMBS investors was noticeably 
increasing, the spreads between CMBS tranches and Treasuries narrowed.89 
In other words, as risk increased, the risk premium on CMBS fell. This 
means that CMBS prices (the risk premium) declined while CMBS volume 
increased, indicating that the supply curve for the CMBS financing market 
shifted to outwards (to the right), and that this shift was larger than any shift 
in the demand curve. In other words, there was excessive demand for 
CMBS, which meant that there was an oversupply of CMBS financing for 
CRE, which pushed down CRE financing prices and thus enabled CRE bor- 
rowers to take on more debt and thereby may have helped to bid up CRE 
prices. 

MOODY’S STRUCTURED FIN., US CMBS: CONDUIT LOAN UNDERWRITING CONTINUES TO 
SLIDE-CREDIT ENHANCEMENT INCREASE LIKELY 2 (Apr. IO, 2007), available at http://www. 
mbaa.org/f i les /Conferences/2007/CREFAsse~~n2~7/Cond~~o~Unde~n ting .pdf. 

89 See Figure 11, infra. 

http://www
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FIGURE 1 1 .  AAA-RATED CMBS YIELD SPREADS OVER MATURITY- 
MATCHED TREASURIESW 
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In other work, we have documented the same phenomenon with 

With CMBS, as with RMBS, we believe the supply glut that re- 
sulted in an increase in MBS volume even as risk premia declined was 
caused first and foremost by the emergence of CDOs as major buyers of 
MBS. 

Historically, CMBS maintained discipline over underwriting standards 
in a manner parallel to RMBS. CMBS’s reliance on subordinated debt inves- 
tors to uphold underwriting standards is similar to reliance on Agencies for 
underwriting standards; in both cases, the underwriting standards are being 
upheld by a party in the first loss position on the MBS, as the Agencies hold 
the credit risk on their MBS. In both cases, this discipline was unraveled: for 
RMBS, it was the market’s shift to PLS (and the GSEs resulting competition 

CMBS data comes from the Commercial Mortgage Alert CMBS pricing database, an 
extensive private subscription data source covering all commercial mortgage securitizations. 
From the CMA Database, we removed all tranches with the following characteristics: (1) all 
deals with non-US collateral, (2) all deals or tranches not denominated in dollars, (3) all deals 
with Ginnie Mae or GSE issuers, (4) all deals with unidentified issuers, (5) all deals priced 
after 2007, (6) all deals priced before 2000, (7) all deals with adjustable rate notes or mixed 
fixedadjustable notes, (8) all deals without ratings by at least one of Moody’s, S&P, or Fitch’s, 
(9) all deals other than conduit or fusion (conduit and large loan) deals. This left us with a 
sample of 1204 AAA tranches. We matched maturities with 1, 2, 3, 5, 7, 10, and 20-year 
Treasuries as closely as possible and then calculated the spread using the “corporate bond 
equivalent” coupon measure in the CMA database (converting coupons on CMBS into 360- 
day semi-annually paid corporate bond equivalents), which is depicted in the graph. CMBS 
Database, supra note 48 (authors’ calculations). 

91 See Levitin & Wachter, supra note 1, at 1203-06. 
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for market share resulting in the equivalent of an insurer rate war), while for 
CMBS, it was the dilution and bypassing of the small, skilled cadre of B- 
piece investors by resecuritization. In both cases, underwriting standards 
were arbitraged by a shifting of risk to a less disciplined market, and in both 
cases the emergence of the CDO as a major class of buyer was critical. For 
RMBS, the CDO enabled the expansion of the PLS market, which under- 
mined the traditional underwriting discipline in the Agency market, while 
for CMBS, the CDO undermined the traditional underwriting discipline 
from the B-piece market. 

IV. ALTERNATIVE EXPLANATIONS OF THE CMBS BU~BLE 

To date no one has proposed an alternative theory of the CMBS bubble, 
much less the CRE bubble. It is possible, however, to educe alternative theo- 
ries from existing work, particularly that of real estate economists Timothy 
J. Riddiough and Jun Zhu, Andrew Cohen, and Richard Stanton and Nancy 

We emphasize that none of these authors present their work as 
explaining either the CMBS bubble, and, therefore, we are not arguing with 
their work. Instead, from their work it is possible to extrapolate theories of 
the CMBS bubble. 

Our point here is merely to show that such extrapolation is unwar- 
ranted. Stanton & Wallace’s work points to important factors that contributed 
to the CMBS bubble, but these factors alone were insufficient to create the 
bubble. They were at most amplifying factors, rather than driving force be- 
hind the bubble. 

A. Credit Rating ZnJlation 

Riddiough & Zhu, Stanton & Wallace, and Cohen have all commented 
on declining CMBS subordination relative to ratings support.93 Subordina- 
tion is the primary method of credit support in CMBS. From 1996 onwards 
the level of subordination in CMBS has been declining relative to credit 

a phenomenon these authors ascribe to competition among ratings 
agencies for ratings business. Stanton & Wallace, in particular, argue that by 
2005 the subordination levels had fallen too far to be justified, and that had 
subordination levels stayed steady since 2000, there would have been no 
losses to senior bonds in most CMBS deals.95 From this, one might reasona- 
bly extrapolate that debased ratings resulted in an underpricing of risk in 

92 See Riddiough & Zhu, supra note 21; Stanton & Wallace, supra note 22; Cohen, supra 

93 See Riddiough & Zhu, supra note 21; Stanton & Wallace, supra note 22; Cohen, supra 

94 See Stanton & Wallace, supra note 22, at 3-4 (figure 1). 
95 Id. at 3, 5 .  

note 23. 

note 23. 
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CMBS (from investors who rely on ratings), resulting in a glut of financing 
for CMBS. 

It is hard, however, to attribute the CMBS bubble to ratings inflation. 
For starters, the decline in subordination levels required begins in 1996, 
nearly a decade before the CMBS bubble emerges.96 There were no sudden 
declines in the subordination levels, but rather a steady descent from 1996 to 
2005 at which point they remained largely static.97 Thus, it is hard to see a 
temporal connection between ratings inflation and the CMBS bubble. 

Ratings inflation may nevertheless have contributed to the CMBS bub- 
ble, Inflated ratings based on declining subordination requirements meant 
that it was possible to produce even more investment-grade CMBS with less 
junk-grade CMBS by-product. As the non-investment-grade CMBS are the 
harder securities to sell, the decreasing ratio of junk-grade to investment- 
grade CMBS facilitated CRE securitization. 

Nonetheless, it was still necessary to sell the lower-rated, junior securi- 
ties. If the junior junk tranches of a securitization cannot be sold, the eco- 
nomics of the deal simply do not work. If $500 million of CRE debt is 
securitized, it is necessary to sell $500 million in CMBS.98 The interest flows 
on the CRE will be reallocated according to tranching to compensate for the 
relative credit risk, but the principal amount of the CMBS will closely or 
exactly match that of the securitized CRE. Investors will not pay over face 
value for CMBS, or if they do, it will be only marginally over face value, as 
their upside is capped with a fixed-income investment. Therefore, unless 
every tranche of a CMBS deal can be sold, the economics of CRE securitiza- 
tion do not work. In this regard, securitization is much like hog farming: it is 
only profitable to raise hogs (or so we are told) unless you can sell the ba- 
con, chops, and hams as well as the snouts, tails, trotters, and 
unmentionables.w 

Lower subordination requirements meant that in any particular CMBS 
deal the relative size of the junior tranches to the seniors was limited. But as 
Figure 7, above, shows, the absolute size of CMBS deals and of the CMBS 
market was expanding at an incredible rate during the CRE bubble period. 
The net effect was that even with debased ratings, it was necessary for 
CMBS deal sponsors to place in absolute terms many more dollars of junior 
CMBS tranches. The key question, then, is how they did it. As we have seen, 

% See Stanton & Wallace, supra note 22, at 4 (figure 1). 
97See id. 
98 If the CMBS are sold with an original issue discount or are overcollateralized, it is 

possible to sell CMBS for something less than the aggregate face value of the CRE debt that 
has been securitized. 

99 We owe this analogy to financial commentator Yves Smith (Susan Webber) who has 
explained, “CDOs were originally devised as a way to dress up these junior layers [of MBS] 
and make them palatable to a wider range of investors, just as unwanted piggie bits get ground 
up with a little bit of the better cuts and a lot of spices and turned into sausage.” YVES SMITH, 
How UNENLIGHTENED SELF INTEREST UNDERM~NED DEMOCRACY AND CORRUPTED CAPITAL 
ISM 247 (2010). 
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the answer was the CRE CDO, which purchased the financial equivalent 
snouts, tails, trotters, and unmentionables, ground them up with some spices 
into the financial slurry known as a CDO and resold tranches of this slurry 
as premium sausage (with the unsellable parts resecuritized yet again as 
CDOs). Moreover, because the CRE CDOs did not exercise their kickout 
rights as B-piece holders as vigorously as traditional B-piece investors, the 
overall quality “hog” became a degenerate, ignoble beast, thereby reducing 
the quality of both the “bacon” and the “sausage.” 

B. Regulatory Capital Arbitrage 

Stanton & Wallace also note that in 2002 the federal bank regulators 
changed their risk-based capital weights for CMBS held as long-term invest- 
ments and that this encouraged federally-regulated banks to securitize com- 
mercial real estate and hold highly-rated CMBS tranches instead of whole 
loans.100 While Stanton & Wallace do not claim that the change in regulatory 
capital requirements was responsible for the CMBS bubble, they argue that 
these changes could have reduced “the incentive for rating agencies to ac- 
quire information, in turn leading to rating inflation.”101 

We agree, but again do not think that regulatory capital arbitrage alone 
explains the CMBS bubble. Instead, we believe that the changes in regula- 
tory capital requirements made CDOs all the more indispensable as market 
participants because without the CDOs the banks could not capitalize on the 
change in regulatory capital requirements. 

All banks are required to maintain a minimum ratio of total capital (af- 
ter deductions) to risk-based assets of 8%.lo2 Prior to 2002, both commercial 
real estate loans and CMBS of any rating had 100% risk-weightings for reg- 
ulatory capital purposes.lo3 This meant that for every $100 of CRE or 
CMBS, banks had to hold roughly $8 in regulatory capital, thereby limiting 
the banks’ leverage, by implying a maximum of $92 in liabilities for this $8 
in capital. 

In 2002, however, the federal bank regulators changed their risk-based 
capital treatment of CMBS in the U.S. implementation of the 1988 Base1 I 

Stanton & Wallace, supra note 22, at 36-39. 

All citations provided are for the Office of the Comptroller of the Currency and thus 
national banks. There are equivalent regulations for the Federal Reserve, 12 C.F.R. $5 208, 
app. A, t. 1,225, app. A; FDIC, 12 C.F.R. 5 325.3,567, and the Office of Thrift Supervision. 
12 C.F.R. 8 567.2. 

See 12 U.S.C. 5 3907(a)(2) (2006) (authorizing the OCC to set capital requirements for 
national banks); 12 C.F.R. §3.6(a) (2001) (requiring risk-based capital requirements for na- 
tional banks); 12 C.F.R. 8 3, app. A 8 l(b)(l) (2001) (8% ratio mandated after Dec. 31, 1992). 

12 C.F.R. $8 3, app. A 4(a) (100% risk-weighting for all assets without specified risk- 
weighting); 4(a)(4)(iii) (100% risk-weighting for any subordinated interests in securitizations) 
(2001). 

IO1 Id. at 36. 
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Capital Accord.Iw Instead of 100% risk weighting, CMBS received different 
risk-weightings depending on their credit rating.lo5 Thus, AAA-rated CMBS 
received a 20% risk-weighting (equivalent to the risk-weighting of GSE- 
securities),IM AA-rated CMBS received a 50% risk-weighting (equivalent to 
the risk-weighting of whole-loan first-lien residential mortgages),lo7 with 
BBB-and lower CMBS retaining a 100% risk-weighting.I0* 

This change made AAA- and AA-rated CMBS relatively more attrac- 
tive investments for US banks, as $100.00 in AAA-rated CMBS now only 
required $1.60 in regulatory capital, instead of $8.00, thereby enabling 
greater leverage (and potentially higher returns for the banks’ equity hold- 
ers). Similarly $100.00 in AA-rated CMBS now only required $4.00 in regu- 
latory capital instead of $8.00. Stanton & Wallace calculate that by 2007, 
this change in risk-weightings was saving US banks some $2.29 billion in 
regulatory capital.’@’ 

The 2002 changes not only reduced the risk-based capital requirements 
for some CMBS, but they increased the risk-based capital requirements for 
other CMBS. The 2002 changes increased the risk-based capital require- 
ments for BB-rated CMBS, from 100% to 200%, meaning that banks would 
have to hold $16.00 in capital for every $100.00 in BB-rated CMBS.”O 
CMBS with a rating of B or lower were subjected to a dollar-for-dollar capi- 
tal requirement,”’ meaning $100 of CMBS required $100 of risk-based capi- 
tal; no leverage whatsoever was permitted on such investments. 

The importance of these changes is that although the changes made 
highly-rated CMBS more attractive to banks, the changes made lower-rated 
CMBS much less attractive to banks. And, as we have seen, securitization is 

IO4 See Risk-Based Capital Guidelines; Capital Adequacy Guidelines; Capital Mainte- 
nance: Capital Treatment of Recourse, Direct Credit Substitutes and Residual Interests in Asset 
Securitizations, 66 Fed. Reg. 59614 (Nov. 29, 2001). On the Basel capital accords generally, 
see DANIEL K. TARULLO, BANKING ON BASEL: THE FUTURE OF INTERNATIONAL FINANCIAL 
REGULATION (2008). The 2002 change was a US.-specific implementation change, and not a 
change in the Basel Capital Accord. 

IO5 12 C.F.R. $3, app. A, $ 4(d)(l), t. B. (traded positions), 4(d)(2) (non-traded positions) 
(2002). 

12 C.F.R. $3, app. A $ 3(a)(2)(vi) (20% risk-weighting for GSE securities); 3(a)(2)(vii) 
(20% risk-weighting for GSE-guaranteed securities, for example, MBS) (2002). 

IO7 12 C.F.R. 5 3, app. A $ (a)(3)(iv) (50% risk-weighting for first-lien single family mort- 
gages conforming to various underwriting requirements); 3(a)(3)(v) (50% risk weighting for 
first-lien multifamily mortgages conforming to various underwriting requirements); 3(a)(3)(vi) 
(50% risk-weighting for non-tranched, that is, pass-through, private-label MBS if the underly- 
ing mortgages would qualify for 50% risk-weighting) (2012). 

lo* 12 C.F.R. 5 3, app. A, 5 4(d)(l), tbl. B. (traded positions), 4(d)(2) (non-traded posi- 
tions) (2012). 

IO9 Stanton & Wallace, supra note 22, at 41. 
‘lo 12 C.F.R. $ 3, app A $ 4(d)(l), tbl. B. (traded positions receive 200% risk-weighting 

for BB-rating), 4(d)(2) (non-traded positions treated as traded positions); 4(a)( 12) (defining 
“residual interest” to include securitization interests in which the bank’s credit risk “exceeds a 
pro rum share of th[el bank‘s claim on the [securitized] asset, whether through subordination 
provisions or other credit enhancement techniques . . . .”) (2012). 

12 C.F.R. $3, app A 8 4(f)(3) (2012) (dollar-for-dollar risk-weighting for all other 
residual interests not otherwise provided for in regulations). 
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simply not economical unless both the senior and junior tranches of a deal 
can be sold. Making it easier to sell the senior tranches at the expense of 
restricting the market in junior tranches hardly facilitates securitization, par- 
ticularly as there is normally a much larger market for investment-grade se- 
curities than non-investment-grade securities. In short, it is hard to attribute 
the CMBS bubble to changes in regulatory capital risk-based weighting 
requirements. l2 

V. THE REBIRTH OF THE CMBS MARKET 

The CMBS market has not returned to its pre-crisis vitality. But com- 
pared to the RMBS market, CMBS has witnessed a cautious reemergen~e.”~ 
From September 2008 through December 2012, there were only nine regis- 
tered domestic private-label RMBS deals based on new collateral with a 
total issuance volume of $2.83 billion, all from a single shelf.l14 In contrast, 
there have been 463 domestic CMBS deals for a total issuance of $233.9 
billion, despite CMBS having traditionally been a much smaller market than 
RMBS.llS Nonetheless, it is important not to overstate the revival of the 
CMBS market. Most of the post-crisis CMBS deals-298 to be specific- 
have been government or GSE deals, some of which include sharing of 
credit risk with private investors.’16 Of the 165 private CMBS deals, 57 have 
been a type of resecuritization known as a “re-REMIC,” which is used pri- 
marily as a regulatory capital arbitrage device for existing CMBS, rather 
than for the financing of new CRE 10ans.l~~ 

As with ratings debasement, changes in risk-based capital regulations certainly acceler- 
ated the bubble, but were themselves insufficient to create the CMBS, much less the CRE 
bubble. First, the change in banks’ risk-based capital regulations applied to all securitizations, 
not just CMBS. Thus, the impact of the regulatory capital change was to make investment in 
highly-rated tranches of all asset-backed securities more appealing to banks, rather than spe- 
cific to CMBS. Second, $3.54 billion in regulatory capital savings is very little when spread 
out over the whole US banking industry. In 2007, there was $420 billion in Tier 1 regulatory 
capital among banks that held any CMBS. FDIC Statistics on Depositary Institutions, FED. 
DEPOSIT INSURANCE CORP., http://www2.fdic.gov/SDI/index.asp. It is hard to imagine this 
small of a change in regulatory capital, especially when spread out over several institutions, 
being enough to fuel a major growth in the CMBS market. 

See Figures 3 and 4, supra. 
ABS Database, ASSET-BACKED ALERT, http://www.abalert.com/about-abs.php (last 

visited Feb. 8, 2013). There were 336 resecuritizations of mortgages (re-REMICS) with vol- 
ume of $140.5 billion, as well as another 44 privately-placed deals totaling $12.6 billion cover- 
ing manufactured housing, non-performing loans, and regular mortgages. Id. See also Kerri 
Panchuk, Redwood Trust plans nearly $I billion in private RMBS deals, HOUSINGWIRE, (May 
6, 201 1 ), http://www.housingwire.com/2011/05/06/redwood-trust-plans-nearly- 1 -billion-in- 
private-rmbs-deals; Steve Bergsman, Come Back, Private-Label RMBS! MORTGAGEORB (Nov. 
30, 201 l), http://www.mortgageorb.com/e 107qlugins/content/content.php?content. 10356. 

See CMBS Database, supra note 48 (authors’ calculations). 
Id. The breakdown is 154 Ginnie Mae deals, 75 Freddie Mac deals, 61 Fannie Mae 

‘I71d Moreover, two non-re-REiMIC deals have been entirely or majority multifamily 
deals, 7 FDIC deals, and one NCUA deal. 

deals. Id. 

http://www2.fdic.gov/SDI/index.asp
http://www.abalert.com/about-abs.php
http://www.housingwire.com/2011/05/06/redwood-trust-plans-nearly
http://www.mortgageorb.com/e
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Put differently, there have only been 109 regular private CMBS deals 
between September 2008 and the end of 2012, with a deal volume of $105.8 
billion.l18 (Given the presence of credit risk-sharing deals such as Freddie 
Mac’s K-Series,llg the real amount of private risk-capital that has entered the 
CMBS market post-crisis is somewhat larger.) To be sure, the private CMBS 
market picked up strength in 2012, with 65 deals (only 6 of which were re- 
REMICs), accounting for $47.9 billion.lZ0 While this is a shadow of the for- 
mer non-governmendnon-agency CMBS market, which peaked at $23 1 bil- 
lion in annual issuance in 20O7,l2l it is two orders of magnitude larger than 
the post-crisis non-governmendnon-agency RMBS market. 

The prevalence of re-REMICs in the post-crisis CMBS market is not an 
indication of the market’s strength. Re-REMICs are similar to CDOs in that 
they are resecuritization, but whereas CMBS CDOs were typically formed 
using newly issued CMBS as assets and thus provided part of the financing 
for CMBS and ultimately CRE loans, re-REMICs do not put new capital 
into the CRE market. Instead, re-REMICs repackage seasoned CMBS and 
CDO tranches, particularly those that have been downgraded, so as to enable 
regulatory capital relief for the banks and insurance companies holding the 
CMB S . lz2 

Lower rated MBS carry higher regulatory capital charges. By resecuri- 
tizing downgraded MBS, banks and insurance companies (subject to Na- 
tional Association of Insurance Commissioners (NAIC) capital regulation) 
can lower the regulatory capital charge on the senior tranches of the 
resecuritization, and can try to sell the lower rated tranches to high-yield 
investors. To wit, a BB-rated CMBS would have a 350% risk-weight under 
the 2004 Basel I1 capital frameworkL23 (in effect since late 2008 in the 
United States), but it could be resecuritized into a AAA-rated tranche repre- 
senting 70% of the original security, with a 28% risk-weighting, a BB- 
tranche risk weighted at less than 350% and a junk tranche.124 If a bank held 
onto the senior tranche and sold the other two tranches, it would signifi- 
cantly reduce its regulatory capital requirement and could thus recapitalize 
without having to raise equity capital and dilute existing shareholders. Insur- 
ance companies can similarly arbitrage NAIC asset level designations. 

‘I8 See CMBS Database, supra note 48 (authors’ calculations). 

*’O See CMBS Database, supra note 48 (authors’ calculations). ’” Id. ’’’ Miles Weiss & David Mildenberg, Bank of America Re-Remics Cut Mortgage Debt as 
Basel Rules Loom, BLOOMBERG, (Oct. 14, 2010), http://www.bloomberg.com/newd2OlO-lO- 
14/bank-of-america-re-remics-reduce-mo~gage-debt-as-basel-capi~-~~es-loom.h~. 

BANK FOR INT‘L SETTLEMENTS [BIS]. BASEL c o w .  ON BANKING SUPERVISION, IN- 
TERNATIONAL CONVERGENCE OF CAPITAL MEASUREMENT AND CAPITAL STANDARD: A REVISED 
FRAMEWORK ¶ 567 (2004). 

Joseph Rosta, Re-REMICs Redur, AM. BANKER (Dec. 1, 2009), http://www.american 
banker.com/rnagazine/119_12/re-remics-redux- 1004225- I .html. 

See Multifamily K Series Certificates, supra note 7. 

http://www.bloomberg.com/newd2OlO-lO
http://www.american
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While it is possible that the regulatory capital relief from re-REMICs 
frees up funds at banks and insurance companies that are then used for new 
CRE lending, the connection is much less direct than with CMBS CDOs. 
Other factors may also be driving the use of re-REMICs. It could be a pre- 
emptive defensive move against further ratings downgrades, it could bear 
tax-advantages, it could be a cost-efficient funding strategy, it could be an 
economic trading arbitrage, or it could simply make AAA-rated bonds more 
saleable.125 

The emergence of re-REMICs illustrates structured finance’s reluctance 
to let any value go to waste. While the CMBS market has rebounded in a 
way the RMBS market has not, the CMBS market is still a shell of its former 
self and is now primarily a government-dominated market focused on the 
securitization of multi-family housing units.126 

Still, it is worth considering why the CMBS market revived, while the 
RMBS market remains moribund. Several reasons emerge. First, CMBS has 
better checks and balances to protect  investor^,^" including a better diligence 
process for underwriting. Part of this is simply that a different level of dili- 
gence is feasible when dealing with one or two or even 300 properties, rather 
than 7,000, but part is also the particular diligence rights awarded to the B- 
piece investor. 

Second, rents are what support CRE cash flows, and the rents on CRE 
properties continue to be paid even if the owner of the CRE defaults on its 
mortgage.’** With RRE, the cash flows come directly from the mortgagor. 
Therefore, if the mortgagor defaults, the property often does not produce 
cash flows after defa~1t . l~~ With CRE, however, the cash flows from the 
property continue (albeit at potentially reduced levels) even if the mortgagor 
is in default.’3O This is not to say that loss severities on CRE defaults cannot 

See MARTY ROSENBLA-IT, DELOTE & TOUCHE LLP, SPEAKING OF SECURITIZATION: 
THE RE-REMIC PHENOMENON 1 (2009), available at http://www.deloitte.comlassetsIDcom- 
UnitedS tates~ocal%20Assetslocuments/us~fsi~Sec~RE~Spea~ng%2Oof%2OSecuntization- 
June%202009.pdf. 

lz6 See CMBS Database, supra note 48 (authors’ calculations). 
Iz7 Robert A. Brown, Financial Reform and the Subsidization of Sophisticated Investors’ 

Ignorance in Securitization Markets, 7 N.Y.U. J.L. & Bus. 105 (2010) (arguing that CMBS 
deal structures provided CMBS investors significantly greater protections than RMBS inves- 
tors and that CMBS investors have fared better as a result). 

See id. at 133. 
There are exceptions to this situation, to be sure. First, the mortgagor may cure the 

default and then remain current on payments. Second, the mortgagor may continue to pay in 
delinquency, such as being a “rolling 30” (always 30 days delinquent) or a “rolling 60” (al- 
ways 60 days delinquent). After 90 days of delinquency on a payment, however, foreclosure 
actions are typically commenced. While some borrowers will make payments even after a 
foreclosure is commenced, they will often be refused lest acceptance be interpreted as agree- 
ment to forbear. Even if the borrower ceases to make payments, servicers of securitized mort- 
gages have an obligation to advance the payments to the investors out of their own funds. 
These advances are recoverable, but without interest, and the obligation to advance is only for 
advances the recovery of which is reasonably foreseeable. 

Tenants can be directed to pay their rents to the mortgagee (now the new owner) or 
simple to a lockbox whose control can be transferred. 

http://www.deloitte.comlassetsIDcom


20 131 The Commercial Real Estate Bubble 115 

be severe, but a default on CRE does not always mean the end of cash flows 
the way a RRE foreclosure does.131 

Third, the CRE foreclosure process has not ground to a halt the way it 
has for RRE in many states. In part this is because states’ efforts to slow 
foreclosures through procedural hurdles like mandatory mediation do not 
apply to CRE, but it is due in larger part to the relative absence of documen- 
tation and servicing issues in CMBS. CMBS has not had a “robosigning” 
scandal and resulting federal and state investigations and litigation. Relat- 
edly, because CMBS boasts superior workout mechanisms, there has not 
been as much pressure on the system through foreclosures. It is hard to im- 
agine a major revitalization of the RMBS market until and unless servicing 
issues, among others, are resolved; investors have learned that servicing is 
an important determinant of loss severity given default. In CMBS, the spe- 
cial servicer structure helps ensure better incentive alignment between ser- 
vicers and investors when dealing with defaulted loans. 

Finally, there is a cohort of savvy credit risk investors for CMBS that 
has never really existed for RMBS. The RMBS “B-piece” was traditionally 
either retained or resecuritized. Indeed, no one speaks of RMBS as having a 
“B-piece” because the concept does not exist in practice. Accordingly, the 
real (that is, non-CDO) RMBS investor base as a whole did not understand 
itself as taking on first-loss credit risk.13* To the extent that a body of credit 
risk investors exists for RMBS, they appear to be substantially smaller than 
for CMBS, not least because RMBS offers them less control than CMBS. 

Better underwriting diligence, better servicing, and the participation of 
a body of sophisticated credit risk investors all seem to be factors explaining 
why CMBS has rebounded to a greater degree than RMBS. Nonetheless, the 
CMBS market is still much smaller and differently composed than before 
financial collapse in 2008, and its prospects for rapid expansion seem lim- 
ited for the near future because the CRE market will continue to lag absent 
economic growth. 

~ ~ ~ ~ ~ ~~ ~~~ ~~~ 

13’ Adam J. Levitin & Tara Twomey, Mortgage Servicing, 28 YALE J. ON REG. 1 (201 1); 
Lany Cordell & Adam J. Levitin, What RMBS Servicing Can Learn From CMBS Servicing 
(Geo. L. & Eon .  Research Paper No. 11-01, Aug. 2011), available at http://ssm.com/abstract 
=1324023. The CMBS special servicer structure is far from perfect, however; there can be 
major conflicts between CMBS special servicers and CMBS investors, particularly investors in 
senior tranches. See Brent W. Ambrose, Anthony B. Sanders, & Abdullah Yavas, CMBS Spe- 
cial Servicers and Adverse Selection in Commercial Mortgage Markets: Theory and Evidence 
(Feb. 2, 2010) (unpublished manuscript), available ut http://merage.uci.edu/ResearchAndCen 
ters/CRE/Resources/Documents/02%20-%2OSanders-CMBS%2OServicing.p~, Yingjin Hila 
Gan & Christopher Mayer, Agency Conflicts, Asset Substitution, and Securitization (Nat’l Bu- 
reau of Econ. Research, Working Paper No. 12359, 2006), available at http://www.nber.org/ 
paperslw 12359. 

13’ Levitin & Wachter, supra note 1. There are some important exceptions. NIMS inves- 
tors were exposed to credit risk, but they were primarily investing in a binary prepayment 
gamble. Mezzanine investors included some hedge funds, but they thought they were well 
protected from credit risk by the junior tranches. 

http://ssm.com/abstract
http://merage.uci.edu/ResearchAndCen
http://www.nber.org
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CONCLUSION 

The CMBS and CRE bubbles have remained largely neglected in the 
scholarly literature. In this Article we have attempted to explain the CMBS 
and the CRE bubbles and how they relate to the RRE bubble. The compari- 
son between the CRE and RRE bubbles is a critical one for understanding 
what did not cause the RRE bubble. The CRE bubble presents a serious 
challenge to theories of the RRE bubble that implicate GSE affordable hous- 
ing goals or the Community Reinvestment Act (CRA) of 1977 as the drivers 
of the RRE b~bb1e . I~~  

It is hard to fathom how the GSE’s statutory affordable housing goals,134 
which set targets for GSE loan purchases and investments in order “to facili- 
tate credit access and homeownership among lower-income and minority 
households,”135 could only have affected anything other than multi-family 
housing, as the GSEs have no involvement with industrial, retail, office, or 
lodging properties. Yet the CRE bubble was hardly limited to multi-family 
housing. 

Similarly, the CRA has no bearing on CRE.136 Claims about the CRA’s 
role in the housing bubble have been debunked elsewhere based on other 

133 For such theories, see generally PETER J. WALLISON, FIN. CRISIS INQUIRY COMM’N, THE 
FINANCIAL CRISIS INQUIRY REPORT, DISSENTING STATEMENT 444 (201 1) (“[TJhe sine qua non 
of the financial crisis was U.S. government housing policy, which led to the creation of 27 
million subprime and other risky loans-half of all mortgages in the United States-which 
were ready to default as soon as the massive 1997-2007 housing bubble began to deflate. If 
the U.S. government had not chosen this policy path-fostering the growth of a bubble of 
unprecedented size and an equally unprecedented number of weak and high risk residential 
mortgages-the great financial crisis of 2008 would never have occurred.”); Edward Pinto, 
Acorn and the Housing Bubble, WALL ST. J., Nov. 13, 2009, at A23; Peter J. Wallison, The 
True Origins of the Financial Crisis, AM. SPECTATOR, Feb. 2009, at 22; Peter J. Wallison, 
Cause and Effect: Government Policies and the Financial Crisis, AM. ENTER. INST. FOR PUB. 
POL’Y RESEARCH (November 2008), http://www.aei.org/files/2008/11/25/20081203~1123724 
NovFSOg.pdf; THOMAS SOWELL, THE HOUSING BOOM AND BUST (2009). 

‘”Housing and Community Development Act of 1992 $ 9  1331-34, 12 U.S.C. 
§Q 4561-64 (2006). From 1993 to 2008, the affordable housing goals were supervised by the 
Secretary of Housing and Urban Development (HUD): starting in 2010, they came under the 
supervision of the Federal Housing Finance Agency (FHFA). Housing and Economic Recovery 
Act of 2008, Pub. L. No. 110-289 3 I128(b), 122 Stat. 2654,2696 (transfemng authority from 
HUD to FHFA). The affordable housing goals are enforced by the GSE regulator, currently the 
FHFA, formerly OFHEO. If a GSE fails to meet the affordable housing goals and does not 
present and pursue an acceptable remedial plan, monetary penalties and injunctive relief are 
available to the regulator. 12 U.S.C. 3 4566(c)(1) (Supp. 111 2010). The housing goals consist 
of three general measures: low-to-moderate income, special affordable, and underserved areas, 
as well as special subgoals for special affordable multifamily and home purchase (as opposed 
to refinancing). 12 U.S.C. $5 4562-65 (Supp. 11 1 2010). The goals are measured as the ratio 
of qualifying mortgages financed to total mortgages financed, with certain mortgages 
excluded. 

‘35 Xudong An & Raphael W. Bostic, GSE Activity, FHA Feedback and Implications for 
the Eficacy of the Affordable Housing Goals, 36 J. REAL EST. FIN. & ECON. 207, 207-08 
(2008). 

136 The Community Reinvestment Act (CRA) was passed in 1977 in response to concerns 
about banks not offering financial services in minority or low-income neighborhoods. Michael 
S. Barr, Credit Where It Counts: The Community Reinvestment Act and Its Critics, 80 N.Y.U. 
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evidence,137 and the existence of the parallel CRE bubble indicates that the 
CRA was not necessary for the emergence of a bubble. No CRA was neces- 
sary for the CRE bubble to emerge. 

The key point about the CMBS bubble is that it grew in an entirely 
private environment. The CRE bubble was associated with the expansion of 
CMBS, the CMBS price bubble, and a shift in the institutional make-up of 
CMBS financing. The expansion of CMBS was part of an overall increase in 
the supply of credit in the real estate sector. The causes of the oversupply are 
multifold, including the global savings imbalance (or “global savings glut” 
in Federal Reserve Chairman Ben Bernanke’s parlanceI3*) that created an 
insatiable demand for AAA-rated assets of any s01-t.’~~ AAA-rated assets 
could only be manufactured en masse via structured finance, that is, securi- 
tization. At a time when only a dozen public companies and a handful of 

L.REv. 513,516-17 (2005). The CRA encourages covered financial institutions to serve these 
communities by making the individual bank’s service a factor that regulators must consider in 
determining whether to approve the institution’s mergers with and acquisitions of other deposi- 
tary institutions, as well as whether to approve the expansion of bank holding companies into 
other types of financial activities. See 12 U.S.C. 5 1831u(b)(3) (2006) (CRA requirement for 
interstate mergers); see also 12 U.S.C. 8 1831y(a) (2006) (CRA Sunshine Requirements); 12 
U.S.C. 5 1843(1)(2) (2006) (CRA requirement for financial subsidiaries engaging in expanded 
financial activities). The CRA does mandate any lending, and charitable contributions, such as 
donations to soup kitchens, to qualify for CRA credit. [Needs cite] It is difficult, however, for 
CRE investment to qualify for CRA credit, because even if the property is in a bank‘s CRA 
geographic assessment area, few, if any CRE loans are made to low-to-moderate income bor- 
rowers. CRE investment is, by its very capital-intensive nature, not an activity for the low-to- 
moderate income. 

13’See, e.g., FIN. CRISIS INQUIRY COMM’N, THE COMMUNITY REINVESTMENT ACT AND 
THE MORTGAGE CRISIS 6 (2010) (preliminary staff report), available at http://fcic-static.law. 
stanford.edu/cdn~mediia/fcic-reports/2010-0407-Preliminary~S taff-Report--CRA-and_the- 
Mortgage-Crisis.pdf; see also Memorandum from Glenn Canner, Senior Adviser, Div. of Re- 
search and Statistics, Fed. Reserve Bd., & Neil Bhutta, Economist, Fin. Structure Section, Div. 
of Research and Statistics, Fed. Reserve Bd., to Sandra Braunstein, Dir., Consumer and Cmty. 
Affairs Div., Fed. Reserve Bd. 3 (Nov. 2 1, 2008), http://www.federalreserve.gov/newsevents/ 
speech/20081203-analysis.pdf; Neil Bhutta & Glenn B. Canner, Did the CRA Cause the Mort- 
gage Meltdown?, COMMUNITY DIVIDEND (Mar. 1, 2009), http://www.minneapolisfed.org/re 
search/pub-display.cfm?id=4136; see also Ellen Seidman, No, Larry, CRA Didn’t Cause the 
Sub-prime Mess (Apr. 15, 2008, 9:55 AM), http://www.newamerica.net/blog/asset-building/ 
2008/no-lany-cra-didn-t-cause-sub-prime-mess-3210; Elizabeth Laderman & Carolina Reid, 
FED. RESERVE BANK OF S.F., CRA Lending During the Subprime Meltdown, in REVISITING THE 
CRA: PERSPECTIVES ON THE FUTURE OF THE COMMUNITY REINVESTMENT A m  115, 124 (2009) 
(published by the Federal Reserve Banks of Boston and San Francisco), http://www.frbsf.org/ 
publications/community/cra/cra-lendin~durin~subprime-meltdown.pdf (finding that CRA- 
subject institutions were less likely to make subprime loans in California and that subprime 
loans made by CRA-subject institutions in CRA assessment areas outperformed these institu- 
tions’ subprime loans made outside CRA-assessment areas). 

13’ See Ben S .  Bernanke et al., International Capital Flows and the Returns to Safe Assets 
in the United States, 2003-2007 (Feb. 201 l), FED. RESERVE SYS.,  http://www.federalreserve. 
gov/pubs/ifdp/20 1 1/10 14/default,htm. 

139 See Gary B. Gorton, Slapped in the Face by the Invisible Hand: Banking and the Panic 
of 2007 (May 11-13, 2009) (unpublished manuscript), http://www.frbatlanta.org/news/Con 
feren/09fmc/gorton.pdf. 

http://fcic-static.law
http://www.federalreserve.gov/newsevents
http://www.minneapolisfed.org/re
http://www.newamerica.net/blog/asset-building
http://www.frbsf.org
http://www.federalreserve
http://www.frbatlanta.org/news/Con
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sovereign issuers bore AAA ratings, over 60,000 structured securities were 
rated AAA.Im 

The critical lesson from the CMBS bubble is that the creation of AAA- 
rated structured securities has an inevitable non-investment grade by-product 
(the B-piece), and the deal economics simply do not work unless the B-piece 
can be sold. Therefore, the essential, butfor factor in the CMBS bubble was 
the rise of CDOs, which changed the B-piece market and loosened the tradi- 
tional constraints on credit risk. The expansion of the B-piece market via the 
CDOs enabled the massive “leverage” of expanded investment in AAA- 
rated CMBS and credit in the CRE market. While the resecuritization game 
could only be repeated a couple of times, it was sufficient to fuel the CMBS 
bubble for a few years, which likely contributed to the CRE price bubble. 

The CMBS and CRE bubbles show that market discipline is not such an 
easy thing to come by.141 The market can serve as a regulator, but for market 
discipline to work, risk needs to be in the hands of those who understand 
it.142 

I4O See Lloyd Blankfein, Do Not Destroy the Essential Catalyst of Risk, FINANCIAL TIMES, 
Feb. 8, 2009, at 7 (“In January 2008, there were 12 triple A-rated companies in the world. At 
the same time, there were 64,000 structured finance instruments . . . rated triple A.”). 

14’ This is especially true in a market in which participants can be manufactured to create 
demand, as in the case of CDOs. See William W. Bratton Jr. & Adam J. Levitin, A Transac- 
tional Genealogy of Scandal: From Michael Milken to Enron to Goldman Sachs, 86 S .  CAL. L. 
REV. (forthcoming 2013). 

142 See Anat Admati, Peter Conti-Brown, & Paul Pfleiderer, Liability Holding Companies, 
59 UCLA L. REV. 852 (2012) (discussing expertise in liability management). 



January 29,2014 

Mr. Michael Blake 
9900 N. 52nd Street 
Paradise Valley, AZ 85253 

Dear Mr. Blake, 

Prior to your registration with your home state, Arizona, and thereafter the commencement 
of your acting as an Investment Advisor Representative (IAR) for Mid Atlantic Financial 
Management, Inc. (MAFM), the firm is implementing heightened supervision over your activities 
due to the disciplinary action by FINRA related to your outside business activities. The initial 
duration of the enhanced supervision will be the later of two years or until such time that all 
enforcement actions have been resolved. You must abide by the following instructions: 

1. You must immediately notify the Compliance Department if you are: 
a) The subject of any investigation or inquiry by any government agency or self- 
regulatory body. 
b) Requested to formally or informally testify before or provide documents to any 
regulator. 
c) A defendant or respondent in any litigation, proceeding or arbitration alleging 
violation of any rule or regulation of any regulator. 
d) The subject of any bankruptcy or contempt proceeding. 
e) The subject of any oral or written complaint by a client or any claim for 
damages filed by a client. 
f) The subject of any arrest, summons, arraignment, guilty plea to any criminal 
offense (other than a minor traffic violation). 
g) The subject of any unresolved matters pending with the IRS or other taxing 
authorities. 
h) Notified of any changes that would require an update to your disclosures. 

2. Obtain prior written approval for any beneficial ownership in any securities in a 
limited offering or private placement. 

3. Provide an annual holdings report containing a transactions report for all accounts 
in which any securities were held for the direct or indirect benefit of you and your 
immediate family. 

4. Obtain prior written approval to serve as an officer or on the board of directors of any 
publicly or privately traded company. 

5.  Respond to all requests from Mid Atlantic in a timely manner, no later than two 
working days unless a longer time is needed and agreed to buy MAFM. 

6. Submit for pre-approval any business activity outside the scope of your association 
with MAFM. 

7. Submit an annual disclosure in the form provided by MAFM regarding your activities 
and investments. 



Additionally, you are restricted during the course of your association with MAFM or any of its 
associated companies from participation in any private placement sales activity. 

Please sign and return this letter acknowledging your acceptance of the above terms. 

Michael Blake Date 
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ARTICLE I DEFINITIONS 

When used in these By-Laws, unless the context otherwise requires, the term: 

(a) "Act" means the Securities Exchange Act of 1934, as amended; 

(b) "bank" means (1) a banking institution organized under the laws ofthe United States, (2) a member bank ofthe 
Federal Resene System, (3) any other banking institution, whether incorporated or not, doing business under the laws of 
any State or ofthe United States, a substantial portion of the business ofwhich consists of receiving deposits or exercising 
fiduciarypowers similar to those permitted to national banks under the authorityof the Comptroller of the Currency pursuant 
to the first section of Public Law 87-722 (12 U.S.C. 3 92a), and which is supervised and examined bya State or Federal 
authority having supervision over banks, and which is not operated for the purpose of evading the provisions of the Act, and 
(4) a receiver, conservator, or other liquidating agent of any institution or firm included in clauses (I), (2), or (3) of this 
s u bs ecti o n ; 

(c) "Board" means the Board of Governors of the Corporation; 

(d) "branch office" means an office defined as a branch office in the Rules of the Corporation; 

(e) "broker" means any individual, corporation, partnership, association, joint stock company, business trust, 
unincorporated organization, or other legal entity engaged in the business of effecting transactions in securities for the 
account of others, but does not include a bank; 

(9 "Closing" means the closing of the consolidation of certain member firm regulatoryfunctions of NYSE Regulation, 
Inc. and the Corporation; 

(9) "Commission" means the Securities and Exchange Commission; 

(h) "controlling" shall mean the possession, directlyor indirectly, of the power to direct or cause the direction of the 
management and policies of a person, whether through the ownership of wting stock, by contract or otherwise. A person 
who is the owner of 20% or more ofthe outstanding voting stock of any corporation, partnership, unincorporated association 
or other entityshall be presumed to have control ofsuch entity, in the absence of proof bya preponderance ofthe evidence to 
the contrary. Notwithstanding the foregoing, a presumption of control shall not applywhere such person holds voting stock, 
in good faith, as an agent, bank, broker, nominee, custodian ortrustee for one or more owners who do not individuallyor as 
a group have control of such entitr, 

(i) "Corporation" means the National Association of Securities Dealers, Inc. or any future name of this entity; 

(j) "day" means calendar day; 

(k) "dealer" means any individual, corporation, partnership, association, joint stock company, business trust, 
unincorporated organization, or other legal entityengaged in the business of buying and selling securities for such 
individual's or entity's own account, through a broker or otherwise, but does not include a bank, or any person insofar as 
such person buys or sells securities for such person's own account, either individuallyor in some tiduciarycapacity, but not 
as part of a regular business; 

(I) "Delegation Plan" means the "Plan of Allocation and Delegation of Functions by NASD to Subsidiaries" as approved 
by the Commission, and as amended from time to time; 

(m) "district" means a district established bythe NASD Regulation Board pursuant to the NASD Regulation By-Laws; 

(n)"Floor Member Governor"means a member ofthe Board appointed as such who is a person associated with a 
member (or a firm in the process of becoming a member) which is a specialist or floor broker on the New York Stock 

I Exchange trading floor; 

(0) "government securities broker" shall have the same meaning as in Section 3(a)(43) ofthe Act except that it shall not 
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include financial institutions as defined in Section 3(a)(46) ofthe Act; 

(p) "government securities dealer" shall have the same meaning as in Section 3(a)(44) of the Act except that it shall not 
include financial institutions as defined in Section 3(a)(46) of the Act; 

(4) "Governor" means a mem ber of the Board; 

(r) "Independent Dealer/lnsurance Affiliate Governor" means a member ofthe Board appointed as such who is a 
person associated with a member which is an independent contractor financial planning mem ber firm or an insurance 
company, or an affiliate of such a member; 

(s) "Industry Director" means a Director ofthe NASD Regulation Board or NASD Dispute Resolution Board (excluding 
the Presidents) who: (1) is or has served in the prior year as an officer, director (other than as an independent director), 
employee or controlling person ofa broker or dealer, or (2) has a consulting or employment relationship with or provides 
professional senices to a self regulatory organization registered under the Act, or has had any such relationship or provided 
any such services at anytime within the prior year; 

(t) "Industry Governor" or "Industry Committee mem ber" means the Floor Mem ber Governor, the Independent 
Dealerllnsurance Affiliate Governor and the Investment Company Affiliate Governor and any other Governor (excluding the 
Chief Executive Officer of the Corporation and, during the Transitional Period, the Chief Executive Officer of NYSE Regulation, 
Inc.) or committee member who: (1) is or has served in the prior year as an officer, director (other than as an independent 
director), employee or controlling person of a broker or dealer, or (2) has a consulting or employment relationship with or 
provides professional senices to a self regulatory organization registered under the Act, or has had any such relationship or 
provided any such senices at anytime within the prior year; 

(u) "investment banking or securities business" means the business, carried on bya broker, dealer, or municipal 
securities dealer (other than a bank or department or division of a bank), or gowmment securities broker or dealer, of 
underwriting or distributing issues of securities, or of purchasing securities and offering the same for sale as a dealer, or of 
purchasing and selling securities upon the order and for the account of others; 

(v) "Investment Company"means an "investment compan)/'as such term is defined in The Investment CompanyAct of 
1940, as amended; 

(w) "Investment Company Affiliate Governor"means a member ofthe Board appointed as such who is a person 
associated with a member which is an Investment Companyor an affiliate of such a member; 

(x) "Joint Public Governor" means the one Public Governor to be appointed as such bythe Board of Directors of NYSE 
Group, Inc. and the Board in office prior to the Closing jointly; 

(y) "Large Firm" means any broker or dealer admitted to membership in the Corporation which, at the time of 
determination, has 500 or more registered persons; 

(2) "Large Firm Gownor" means a member ofthe Board to be elected by Large Firm members, provided, however, that 
in orderto be eligible to serve, a Large Firm Governor must be an Industry Governor and must be registered with a member 
which is a Large Firm member; 

(aa) "Large Firm Governor Committee"means a committee ofthe Board comprised of all ofthe Large Firm Governors; 

(bb) "Lead Governor" means a member ofthe Board elected as such bythe Board, provided, however, that any 
mem ber of the Board who is concurrently sening as a member of the Board of Directors of NYSE Group, Inc. shall not be 
eligible to serve as the Lead Governor; 

(cc) "Mid-Size Firm" means any broker or dealer admitted to mem bership in the Corporation which, at the time of 
determination, has at least 151 and no more than 499 registered persons; 

(dd) "Mid-Size Firm Governor" means a member ofthe Board to be elected by Mid-Size Firm members, provided, 
however, that in order to be eligible to serve, a Mid-Size Firm Governor must be an Industry Governor and must be registered 
with a memberwhich is a Mid-Size Firm member; 

(ee) "member" means any broker or dealer admitted to membership in the Corporation; 

(ff) "municipal securities" means securities which are direct obligations of, or obligations guaranteed as to principal or 
interest by, a State or any political subdivision thereof, or anyagencyor instrumentalityof a State or any political subdivision 
thereof, or any municipal corporate instrumentalityof one or more States, or anysecuritywhich is an industrial development 
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bond as defined by Section 3(a)(29) of the Act; 

(gg) "municipal securities broker" means a broker, except a bank or department or division of a bank, engaged in the 
business of effecting transactions in municipal securities for the account of others; 

(hh) "municipal securities dealer" means any person, except a bank or department or division of a bank, engaged in 
the business of buying and selling municipal securities for such person's own account, through a broker or otherwise, but 
does not include any person insofar as such person buys or sells securities for such person's own account either 
individually or in some fiduciarycapacity, but not as a part of a regular business; 

(ii) "NASD Dispute Resolution" means NASD Dispute Resolution, Inc. or any future name of this entity; 

(jj) "NASD Group Committee"means a committee ofthe Board comprised ofthe five Public Governors and the 
Independent Dealer/lnsurance Affiliate Governor appointed as such bythe Board in office prior to Closing, and the Small 
Firm Governors which were nominated for election as such by the Board in office prior to Closing, and in each case their 
successors ; 

(kk) "NASD Public Governors" means the fiw Public Gowrnors to be appointed as such bythe Board in office prior to 
the Closing effective as of Closing; 

(11) "NASD Regulation" means NASD Regulation, Inc. or anyfuture name ofthis entity; 

(mm) "NASD Regulation Board" means the Board of Directors of NASD Regulation; 

(nn) "National Adjudicatory Council" means a body appointed pursuant to Article Vof the NASD Regulation By-Laws; 

(00) "Nominating Committee" means the Nominating Committee appointed pursuant to Article MI, Section 9 of these 

(pp) "NYSE Group Committee" means a committee ofthe Board comprised ofthe five Public Governors and the Floor 

ByLaws; 

Member Governor appointed as such bythe Board of Directors of NYSE Group, Inc., and the Large Firm Governors which 
were nominated for election as such bythe Board of Directors of NYSE Group, Inc., and in each case their successors; 

(qq) "NYSE Public Governors" shall mean the five Public Gowrnors to be appointed as such bythe Board of Directors 
of NYSE Group, Inc. effective as of Closing; 

(rr) "person associated with a member"or"associated person of a member" means: (1) a natural person who is 
registered or has applied for registration under the Rules of the Corporation; (2) a sole proprietor, partner, officer, director, or 
branch manager of a member, or other natural person occupying a similar status or performing similar functions, or a 
natural person engaged in the inwstment banking or securities business who is directlyor indirectlycontrolling or controlled 
bya member, whether or not any such person is registered or exempt from registration with the Corporation under these By- 
Laws or the Rules of the Corporation; and (3) for purposes of Rule 821 0, any other person listed in Schedule Aof Form BD 
of a member; 

an Industry Director and who otherwise has no material business relationship with a broker or dealer or a self regulatory 
organization registered under the Act (other than serving as a public director of such a self regulatoryorganization); 

(tt) "Public Governor" or "Public committee member" means any Gowrnor or committee member who is not the Chief 
Executive Officer of the Corporation or, during the Transitional Period, the Chief Executiw Officer of NYSE Regulation, Inc., 
who is not an Industry Governor and who otherwise has no material business relationship with a broker or dealer or a self 
regulatory organization registered under the Act (other than seNing as a public director of such a self regulatory 
organ imtion) ; 

means any broker, dealer, municipal securities broker or dealer, or government securities broker or dealer which is 
registered with the Commission underthe Act; 

(w) "Rules of the Corporation" or "Rules" means the numbered rules set forth in the manual of the Corporation 
beginning with the Rule 0100 Series, as adopted bythe Board pursuant to these ByLaws, as hereafter amended or 
supplemented; 

(WW) "Small Firm" means any broker or dealer admitted to membership in the Corporation which, at the time Of 

determination, has at least 1 and no more than 150 registered persons; 

(ss) "Public Director" means a Director of the NASD Regulation Board or NASD Dispute Resolution Board who is not 

(uu) "registered broker, dealer, municipal securities broker or dealer, or government securities broker or dealer" 
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(xx) "Small Firm Governor" means a member ofthe Board to be elected by Small Firm members, provided, however, 

that in orderto be eligible to s e w ,  a Small Firm Gowrnor must be registered with a memberwhich is a Small Firm member 
and must be an Industry Governor; 

(yy) "Small Firm Governor Committee"means a committee ofthe Board comprised ofall the Small Firm Gowrnors; 
and 

(n) "Transitional Period" means the period commencing on the date ofthe Closing and ending on the third anniversary 
of the date of the Closing. 

Amended by SR-NASD-2007-023 eff. July 30,2007. 
Amended by SR-NASD-2006-104 eff. Dec. 20,2006. 
Amended by SR-NASD-2006-135 eff. Dec. 20,2006. 
Amended by SR-NASD-2004-110 eff. Dec. 31,2004. 
Amended by SR-NASD-2001-06 eff. May8,2001. 
Amended by SR-NASD-99-35 eff. Dec. 1,1999. 
Amended by SR-NASD-98-56 eff. Oct. 30,1998. 
Amended by SR-NASD-97-71 eff. Jan. 15,1998. 
Amended by SR-NASD-95-39 eff. Aug 20,1996. 
Amended by SR-NASD-94-64 eff. Feb. 9,1995. 
Amended eff. Mar. 9,1988 and Sept. 4,1990. 

Selected Notices: 87-14.87-37.87-41,88-51,94-52.99-95. 

02013 FINRA All rights reserved. 
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0160. Definitions 

(a) The terms used in the Rules, if defined in the FINRABy-Laws, shall have the meaning as defined in the FlNRABy- 
Laws, unless a term is defined differentlyin a Rule, or unless the context ofthe term within a Rule requires a different 
meaning. 

(b) When used in the Rules, unless the context otherwise requires: 

(1) LLBy-Laws” 
The term “By-Laws” means the By-Laws of the Corporation or the FlNRABy-Laws. 

(2) “Code of Procedure” 
The term “Code of Procedure” means the procedural rules contained in the Rule 9000 Series. 

(3) “Completion of the Transaction” 
The term “completion of the transaction” means: 

(A) In the case ofa customerwho purchases a securitythrough or from a member, except as provided in 
subparagraph (B), the time when such customer pays the member any part ofthe purchase price, or, if payment 
is effected by a bookkeeping entry, the time when such bookkeeping entry is made by the member for any part of 
the purchase price; 

(B) In the case of a customerwho purchases a securitythrough or from a member and who makes 
payment therefor prior to the time when payment is requested or notification is given that payment is due, the time 
when such member delivers, or credits such delivery of, the securityto or into the account of such customer; 

(C) In the case of a customer who sells a securitythrough or to a member, except as provided in 
subparagraph (D), if anysecurityis not in the custodyofthe member at the time of sale, the time when the 
securityis delivered to the member, and ifthe securityis in the custodyofthe member at the time ofsale, the 
earlier of when the mem ber transfers the securityfrom the account of such customer or the closing date of the 
trans action: 

(D) In the case ofa customerwho sells a securitythrough orto a member and who delivers such securityto 
such member prior to the time when delivery is requested or notification is given that deliveryis due, the time 
when such member makes payment to or into the account of such customer. 

(4) “Custom e r” 
The term “customer” shall not include a broker or dealer. 

(5) ‘‘Exchange Act” or “SEA” 
The term “Exchange Act” or “SEA” means the Securities Exchange Act of 1934, as amended. 

(6) “FINRA” 
The term “FINRA” means, collectively, FINRA, Inc., FINRA Regulation, Inc. and FlNRADispute Resolution, Inc. 

The term “Investment Advisers Act“ means the Investment Advisers Act of 1940, as amended. 
(7) “Investment Advisers Act” 

(8) “lnves tme nt Corn pa ny Act” 
The term “Investment CompanyAct” means the Investment CompanyAct of 1940, as amended. 

(9) “Member” 
The term “member“ means any individual, partnership, corporation or other legal entity admitted to membership in 
FINRA under the prodsions of Articles and U o f  the FINRA By-Laws. 

( I O )  “Person” 
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The term “person” shall include any natural person, partnership, corporation, association, or other legal entity. 

(11) “SEC” 
The term “SEC” means the Securities and Exchange Commission. 

(1 2) “Securities Act” 
The term “Securities Act” means the Securities Act of 1933, as amended. 

(13) “Selling Group” 
The term “selling group” means any group formed in connection with a public offering, to distribute all or part of an 
issue of securities by sales made directlyto the public by or through members of such selling group, under an 
agreement which imposes no financial commitment on the members of such group to purchase any such securities 
except as they may elect to do so. 

(14) “Selling Syndicate” 
The term “selling syndicate” means any syndicate formed in connection with a public offering, to distribute all or part of 
an issue of securities by sales made directlyto the public byor through participants in such syndicate under an 
agreement which imposes a financial commitment upon participants in such syndicate to purchase any such 
securities. 

(1 5) “State” 
The term “State” shall mean any state of the United States, the District of Columbia, Puerto Rico, the Virgin Islands, or 
any other possession ofthe United States. 

Amended by SR-FINRA-2011-043 eff. Feb. 21,2012. 
Amended by SR-FINRA-2010-029 eff. Feb. 8,201 1. 
Amended by SR-FINRA-2008-026 eff. Dec. 15,2008. 
Amended by SR-NASD-2006-104 eff. March 5,2007. 
Amended by SR-NASD-2003-75 eff. July 9,2003. 
Amended by SR-NASD-99-21 eff. Julys, 2000. 
Amended by SR-NASD-98-57 eff. March 26,1999. 
Amended by SR-NASD-98-86 eff. Nov. 19,1998. 
Amended by SR-NASD-97-28 eff. Aug. 7,1997. 

Selected Notices: 08-57. 10-47.12-04. 

0201 3 FINRA. All rights reserved. 
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From: Michael Blake <mblake@,ofapeak.us> 
Date: April 23,2013 at 9:15:12 AM MST 
To: Evan Nakano <evan@piblawoffice.com> 
Subject: RE: Firm 167141: U.S. Securities and Exchange Commission Has Granted 
Investment Adviser Registration Application 

That is for the company, what about me, also I mistakenly listed us as a LLC we are Inc. 

From: Evan Nakano [mailto:evan@uiblawoffice.com] 
Sent: Tuesday, April 23, 2013 9:14 AM 
To: Michael Blake 
Subject: RE: Firm 167141: U.S. Securities and Exchange Commission Has Granted Investment Adviser 
Registration Application 

Hi Michael, 

These emails are from the SEC notifying you that your RIA has been approved as of April 19,2013. 

Regards, 

Evan Nakano 
Paralegal 
Law Offices of Patrick J. Burns, Jr., P.C 
415 N. Camden Drive, Suite 223 
Beverly Hills, CA 902 10 
(P): 3 10-275-5059 
(F): 3 10-275-7305 
evan@,i).pi blawoffice.com 
-.pi blawoffice.com 

NOTE: The information contained in this email document is legally privileged and confidential. As such, it is 
intended only for the use of the individual named above. 

If the reader of this message is not the intended recipient, you are hereby notified that any distribution or copying of 
this communication is strictly prohibited. If you have received this communication in error, please immediately 
notify us by telephone at (310) 275-5059 and erase this message. 

From: Michael Blake [ mailto: mblakeOofaueak.us] 
Sent: Monday, April 22,2013 9:17 PM 
To: Evan Nakano 
Subject: Fwd: Firm 167141: US. Securities and Exchange Commission Has Granted Investment Adviser 
Registration Application 

Is this also from you? 

Michael J. Blake 
President and CEO 
Olympus Financial Advisors, LLC 
480-607-6558 

mailto:evan@uiblawoffice.com
http://blawoffice.com
http://blawoffice.com


Begin forwarded message: 

From: <SECIARDNotifications@,finra.org> 
Date: April 22,2013, 9:10:08 PM MST 
To: "Michael Blake" <MBLAKE@,OFAPEAK.US> 
Subject: Firm 167141: U.S. Securities and Exchange Commission Has Granted Investment 
Adviser Registration Application 

OFFICE OF THE SECRETARY 
UNITED STATES 
SECURITIES AND EXCHANGE COMMISSION 
WASHINGTON, D.C. 20549 

04/23/2013 

IN THE MATTER OF: 

OLYMPUS FINANCIAL ADVISORS, LLC 
10645 N. TATUM BLVD. 

PHOENIX, A2 85028 
UNITED STATES 

SUITE 200-444 

SEC FILE NO.: 801-77826 

ORDER GRANTING REGISTRATION PURSUANT TO SECTION 203 OF THE 
INVESTMENT ADVISERS ACT OF 1940 

OLYMPUS FINANCIAL ADVISORS, LLC ("Applicant") filed an application for registration 
as an investment adviser under Section 203(c) of the Investment Adviser Act of 1940 on 
0312 112013. 

The Commission has found that the application contains the information prescribed under 
Section 203(c) and the rules thereunder. The Commission has not passed on the accuracy or 
adequacy of the information, and the effectiveness of Applicant's registration does not imply 
Commission approval or disapproval. Accordingly, 



IT IS ORDERED, pursuant to Section 203(c)(2)(A) of the Act, that the Applicant's registration is 
hereby granted, effective forthwith. 

FOR THE COMMISSION, by the Office of Compliance Inspections and Examinations, pursuant 
to delegated authority. 

Elizabeth M. Murphy, 
Acting Secretary 

Note: You cannot contact the SEC by replying to this email. 

TRACKING INFO: 
Date Generated: 04/23/20 13 00: 10:08 
Firm Sent To: OLYMPUS FINANCIAL ADVISORS, LLC(167141) 

THIS COMMUNICATION IS INTENDED ONLY FOR THE USE OF THE INDIVIDUAL OR 
ENTITY TO WHICH IT IS ADDRESSED AND CONTAINS OR MAY CONTAIN 
INFORMATION THAT IS PRIVILEGED, CONFIDENTIAL OR EXEMPT FROM 
DISCLOSURE UNDER APPLICABLE LAW. If the reader of this communication is not the 
intended recipient (or the employee or agent responsible for delivering to the intended recipient), 
you are hereby notified that any dissemination, distribution, or copying of this communication is 
strictly prohibited. If you have received this communication in error, please disregard and delete 
this communication, and do not disseminate or retain any copy of this communication. 
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Michael Blake 

From: SEClARDNotifications@finra.org 
Sent: 
To: Michael Blake 
Subject: Firm 167141 : Form ADV Amendment Updating Basis for Registration Required 
07/18/20 13 

-.I._______..__.-_-.l___l-__l__l__ II _x__ l _ ~ l _ _ _  ___._._____..._l_.__̂ l_.̂ __._ ~ 

Wednesday, July 17,2013 9:lO PM 

OLYMPUS FINANCIAL ADVISORS, INC. 
10645 N. TATUM BLVD. 

PHOENIX, AZ 85028 
UNITED STATES 

SUITE 200-444 

SEC FILE NO.: 80 1-77826 

Investment advisers that are granted registration with the U.S. Securities and Exchange Commission pursuant to 
Investment Advisers Act of 1940 rule 203A-2(c) [17 CFR 275.203A-2(c)] are required to file an amendment to 
update their response to Item 2.A. of Form ADV Part 1A within 120 days after the Commission declares their 
registration effective. (See Instruction 2.g., Form ADV: Instructions for Part IA.) The amendment must either (1) 
indicate the adviser's new basis for eligibility to register with the Commission or (2) indicate that the adviser is not 
eligible to register with the Commission and be accompanied by a filing of Form ADV-W to withdraw from 
Commission registration. 

The Commission declared your registration effective on 04/19/20 13. This notice is sent as a reminder of your 
upcoming obligation by 08/1 71201 3 to amend your Form ADV, as discussed above. 

To amend Form ADV on the Investment Adviser Registration Depository (IARD) choose to file an Other-Than- 
Annual Amendment as the type of filing and update and submit the appropriate response to Item 2.A. Submission 
of Form ADV-W to withdraw your registration, if necessary, is also completed through the IARD. 

If you believe that after the 120 day period has transpired that you will not be eligible for Commission registration 
and you want to continue operating as an investment adviser you will likely have to be registered in at least one 
state. You should begin the process of state registration as soon as possible to prevent a gap in adviser registration. 
If you have questions pertaining to legal or regulatory issues concerning Form ADV or Form ADV-W, or 
registering with the SEC, call or email the SEC at 202.551.6999 or iardlive@sec.gov. If you have questions 
pertaining to state registration, call your local state securities regulator. 

Note: You cannot contact the SEC by replying to this email. 

TRACKING INFO: 
Date Generated: 07/18/2013 00: 10:03 
Firm Sent To: OLYMPUS FINANCIAL ADVISORS, INC.( 167141) 

THIS COMMUNICATION IS INTENDED ONLY FOR THE USE OF THE INDIVIDUAL OR ENTITY TO 
WHICH IT IS ADDRESSED AND CONTAINS OR MAY CONTAIN INFORMATION THAT IS 
PRIVILEGED, CONFIDENTIAL OR EXEMPT FROM DISCLOSURE UNDER APPLICABLE LAW. If the 
reader of this communication is not the intended recipient (or the employee or agent responsible for delivering to 
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STATE OF ARIZONA 
Corporation Cornmission 

CERTIFICATION 

I, Mark Dinell, certify that I am the Assistant Director of the Arizona Corporation 
Commission’s Securities Division and that I have legal custody of the records of the Securities 
Division. I certify that I have directed a diligent search of the Securities Division records and the 
records reflect that during the period of March 9,2000, to April 3,2013, Michael J. Blake, 
CRD# 2022 16 1, was registered with the Arizona Corporation Commission as a securities 
salesman. On May 15, 20 13, Michael J. Blake filed an application for registration with the 
Commission as a securities salesman in association with Mid Atlantic Capital Corporation, 
CRD# 10674. On October 2,2013, Michael J. Blake filed an application with the 
Commission for licensure as an Investment Advisor Representative in association with Mid 
Atlantic Financial Management, Inc., CRD# 10977 1. 

IN WITNESS WHEREOF, I HAVE HEREUNTO SET MY 
HAND AND AFFIXED THE OFFICIAL SEAL OF THE 
ARIZONA CORPORATION COMMISSION, AT THE 

MARCH, 2014. 
CAPITOL, IN THE CITY OF PHOENIX, THIS   DAY OF 

1 

BY 
Mark Dinell 
Assistant Director 
Securities Division 
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;Employment 

~ _. 
. Residential 
Address 

!Reportable 
!Disclosures? 
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Location - Located 
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Composite Information 

Full Legal Name 

Social Security xxx-xx-xxxx 
Number 

Date Of Birth 04/11/1956 

Employment 

BLAKE, MICHAEL JAMES 

MID ATLANTIC FINANCIAL MANAGEMENT, INC. 
(2097731) 

" x  -I "I 

Firm Billing Code 949 
Position Investment x1 Adviser Representative 

I xx 

Independent Yes 
Contractor 
CRD Branch FINRA 
Number OSJ 

Non Registered 
Location - Located 

Residential 9900 N. 52ND STREET 
Address PARADISE VALLEY, AZ 85253  

Address Firm 
Billing 
Code 

9900 N. 52ND 949 
STREET 
PARADISE 
VALLEY, A2 85253 

NYSE Branch 
Code 
Number 

Reportable Yes 
Disclosures? 

Statutorv 
Disa ualif ication 
Status 

Has Material No 
Difference in 
Disclosure? 

Current CE Status CE Inactive 
Disclosure Counts 

Disclosures 

Disclosure Counts 

Disclosures 

- Current 0 

- Historical 0 2 

Privacy Legal Use of Web CRD@, IARDTM, or PFRDTM is governed by the Terms & Conditions. 
* lf4l3A 
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Registrations Sum ma ry 

Indiv idual  CRD#: 2022161 Indiv idual  Name: BLAKE, MICHAEL J 

Current Firm(s): 

Registrations Summary With Current Employers 

Firm Name Firm Start IARD CRD 
CRD Date Regs. Regs. 

MID ATLANTIC FINANCIAL MANAGEMENT, 109771 10/2013 Y N 

Prior Firm(s): 

Registrations Summary With Prior Employers 

Firm Name 

MID ATLANTIC CAPITAL CORPORATION 

AMERITAS INVESTMENT CORP. 

CARILLON INVESTMENTS. INC. 

AXA ADVISORS, I-L.C 

Firm Start 
CRD Date 
10674 05/2013 

x"I ~ 

14869 06/2006 

14646 11/2002 

6677 12/1989 

End IARD CRD 
Date Regs. Regs. 
10/2013 N N 

03/2013 N N 

06/2006 N N 

10/2002 N N 

TtiE EOlJITABLE LIFE ASSURANCE (1-os9 12/1989 01/2000 N N 
SOCIFTY OF TWF UNITFD STATFS 

Back to Tog 

Registrations with Current Employers 

SFG 
Member 
N 

SFG 
Member 

N 

N 

Firm CRD # : 109771 Firm Name : MID ATLANTIC FINANCIAL MANAGEMENT, INC. 

Employment Start Date 10/02/20 13 

Regulatory Authority Registration Filing Date Status Date Approval Date 

AZ 10/02/2013 10/02/2013 PENDING 
Category 

Back ta Too 

Registrations with Prior Employers 

Firm CRD # : 10674 Na PITAL 

Employment Start Date 
Employment End Date 

OS/ 15/20 13 
1 0/04/2 0 1 3 

https://crd.finra.org/IPM/vi/crd - ipm - -  vii Regsummary .aspx?PageName=VI-PGNM-REG... 2/26/20 14 
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Reason for Termination 
Termination Comment 

Volu n ta  ry 

Firm Name at Termination MID ATLANTIC CAPITAL CORPORATION 

Regulatory Authority Registration Filing Date Status Date ~ ~ ~ i ~ t r a t i u n  Status Approval Date 
Category 

I 
FINRA - GP 05/ 15/20 13 10/04/20 13 TERM ED 05/23/20 13 ' 

FIN RA __. GS 05/ 15/20 13 10/04/20 13 TERM ED 05/23/2013 
FINRA I_ I P  05/15/2013 10/04/2013 TERMED 05/23/2013 
FINRA I_ IR 05/ 15/20 13 10/04/20 13 TERM ED 05/23/20 13 
AZ - AG 05/ 15/20 13 10/02/20 13 REQU EST-TERM 

Regulatory Authority Registration Filing Date Status Date Approval Date 
Category 
GP 0 5/ 15/2 0 13 10/04/20 13 TERM ED 05/23/20 13 ARCA 

ARCA - GS 05/23/2013 
05/23/20 13 NQX - GP 2013 TERMED 

GS 0 5/23/20 13 
NQX - I P  0 5/ 1 5/ 2 0 1 3 10/04/2 0 1 3 TERM ED 

NQX 

I_ 

lllx ~ 

NQX I_ 

- 3R 0 5/ 1 5/ 2 0 1 3 I1 0/04/2 0 13 

Back to  Top 

Registrations with Prior Employers 

FirmCRDa: 14869 Firm Name : AMERITAS INVESTMENT CORP. 

Employment Start Date 0 6/3 0/20 0 6 
Employment End Date 03/28/2013 
Reason for Termination Other 
Termination Com men t RETIRED. 
Firm Name a t  Termination AMERITAS INVESTMENT CORP. 

Regulatory Authority Registration Filing Date Status Date Approval Date 

FINRA 
FINRA 
FINRA 

Category 
- GP 
- GS 

06/30/2006 04/03/2013 TERMED 06/30/2006 
06/30/2006 04/03/2013 TERMED 0 6/3 O/ 2 0 0 6 

__ IP 06/30/2006 04/03/2013 TERMED 0 6/ 3 O/ 2 0 0 6 
FINRA - I R  06/30/2006 04/03/2013 TERMED 06/30/2006 

I AG 06/30/2006 04/03/2013 TERMED 0 61 3 0/2 006 AZ 

Regulatory Authority Registration Filing Date Status Date ~ ~ ~ i ~ t r a t ~ ~ n  Status Approval Date 

AL I AG 05/23/2008 04/03/2013 TERMED 05/23/2008 
CA I AG 0 6/3 0/2 00 6 04/0 3/20 1 3 TE RM ED 06/30/2006 
co - AG 06/30/2006 04/03/2013 TERMED 061 3 0/2 00 6 
DC _I AG 01/24/2008 12/31/2008 TERMED 01/24/2008 
FL - AG 05/12/20 10 04/03/20 13 TERMED OS/ 17/20 10 

Category 

https://crd.finra.org/IPM/vi/crd - ipm - -  vii RegSummary.aspx?PageName=VI-PGNM-REG.. . 2/26/20 14 
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I A  
I L  
I N  
KS 
M I  
MN 
MO 

AS 05/17/2007 04/03/20 13 TERMED 0 5/ 17/200 7 
- AG 06/30/2006 04/03/2013 TERMED 0 6/ 3 O/ 2 00 6 
- AG 06/30/2006 04/03/2013 TERMED 06/30/2006 

- AG 07/07/2009 04/03/2013 TERMED 07/07/2009 
- AG 06/3 0/2006 04/03/20 13 TERM ED 06/30/2006 
AG 10/04/2011 04/03/2013 TERMED 10/04/2011 

_I AG 10/06/2011 04/03/2013 TERMED 10/ 11/20 11 

MO I AG 06/04/2008 12/31/2009 TERMED - ^  0 6/04/2 00 8 
MT __I AG 0 1/05/20 12 02/10/20 12 T-NOREG 
NE _I AG 01/05/2012 02/02/2012 T-NOREG 
NJ - AG 08/15/2008 04/03/2013 TERMED 08/ 1 5/2 008 
NM - AG 06/30/2006 04/03/2013 TERMED 0 6/3 0/200 6 
NV & 01/03/2008 04/03/2013 TERMED 01/03/2008 
NY - AG 07/15/2008 12/3 1/2008 TERMED 0 7/ 1 5/2 008 
OH - AG 04/09/2008 04/03/2013 TERMED 04/10/2008 
OH - AG 08/24/2006 12/31/2006 TERMED 0 8/ 2 5/2 00 6 
OR _I AG 05/03/2011 02/06/2013 TERMED 05/03/2011 
PA I_ AG 01/11/2007 04/03/2013 TERMED 01/11/2007 
TN - AG 07/11/2007 04/03/2013 TERMED 07/11/2007 
TX - AG 06/30/2006 04/03/2013 TERMED 0 6/3 0/2 00 6 
WA - AG 08/30/2006 12/31/2008 TERMED 08/30/2006 
WI - AG 0 6/ 3 0/2 006 

Back to  Top 

Registrations with Prior Employers 

Firm CRD # : 14646 Firm Name : CARILLON INVESTMENTS, INC. 

Employment Start Date 11/01/2002 
Employment End Date 
Reason for Termination Voluntary 

06/3 O/ 2 0 0 6 

Termination Com men t 
Firm Name at Termination 

Regulatory Authority Registration 

FINRA - GP 
Category 

FINRA 
FINRA 
FINRA 
AZ 
AZ 
A 2  

MASS TRANSFER = 164540 
CAR1 LLO N INVESTMENTS, I N  C. 

Filing Date Status Date Approval Date 

11/01/2002 06/30/2006 MASS-TRNSF 11/01/2002 
II_ GS 11/0 1/2002 06/30/2006 MASS-TRNSF 11/01/2002 
I__ I P  11/01/2002 06/30/2006 MASS-TRNSF 11/01/2002 
- I R  11/01/2002 06/30/2006 MASS-TRNSF 11/01/2002 
AG 11/01/2002 06/30/2006 MASS-TRNSF 11/0 1/2002 
I_ RA 11/05/2002 06/30/2006 T-NOREG 
- RA 0 7/ 16/2003 03/09/200 5 ABANDON ED 

Regulatory Authority Registration Filing Date Status Date Approval Date 
Cate 

AR - AG 11/13/2002 12/31/2005 TERMED 11/13/2002 

https://crd. finra.org/IPM/vi/crd-ipm-vii - Reg Summary .aspx?PageName=VI-PGNM-REG.. . 2/26/20 1 4 
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CA 
co 

_I AG 
AG 

03/08/2006 06/30/2006 MASS-TRNSF 0 3/ 08/ 2006 
11/01/2002 06/30/2006 MASS TRNSF 11/01/2002 

I L  - AG 11/01/2002 06/30/2006 MASS-TRNSF 11/0 1/2002 
I N  _I AG 11/01/2002 06/30/2006 MASS-TRNSF 11/01/2002 
MI  - AG 11/01/2002 12/31/2003 TERMED 11/01/2002 
MN AG 11/01/2002 06/30/2006 MASS TRNSF 11/01/2002 
NM 
NV 

- AG 
AG 

11/01/2002 06/30/2006 MASS-TRNSF 
01/18/2005 12/31/2005 TERMED 

11/01/2002 
0 1/ 18/200 5 

OH - RA 07/11/2003 12/31/2003 TERMED 0 7/ 14/2003 
PA - AG 11/01/2002 12/31/2003 TERMED 11/01/2002 
TX I- AG 11/01/2002 06/30/2006 MASS-TRNSF 11/01/2002 
W I  AG 03/25/2004 06/30/2006 MASS-TRNSF 03/25/2004 

Back to TOD 

Registrations with Prior Employers 

Firm CRD # : 6627 Firm Name : AXA ADVISORS, LLC 

Employment Start Date 12/0 1/1989 
Emdovment End Date 10/31/2002 
Reason for Termination 
Termination Comment 
Firm Name at Termination 

Regulatory Authority Registration 
Category 

FINRA II GP 
FINRA _I GS 
FINRA I_ I P  

Volu nta ry 

AXA ADVISORS, LLC 

Filing Date Status Date 

07/05/1999 11/07/2002 TERMED 

Approval Date 

12/07/1999 
07/05/1999 11/07/2002 TERMED 06/01/1999 
07/05/1999 11/07/2002 TERMED 01/23/1996 

FINRA I_ I R  07/05/1999 11/07/2002 TERMED 0 21 141 1990 
AZ _I AG 03/09/2000 11/07/2002 TERMED 03/09/2000 

Regulatory Authority Registration Filing Date Status Date 

AK - AG 0 7/0 51 1999 09/2 51 1996 TERM ED 08/2 11 1996 
AR __I AG 07/2002 TERMED 
CA AG 07/2002 TERMED 
I L  I_ AG 07/05/1999 11/07/2002 TERMED 04/07/1990 
I N  - AG 02/13/2002 11/07/2002 TERMED 02/13/2002 
MI  __. AG 07/05/1999 11/07/2002 TERMED 11/ 15/1996 
MN - AE 07/05/1999 11/07/2002 TERMED 031 161 1990 

10/08/ 1998 
NM - AG 

SD - AG 07/05/1999 01/13/1998 TERMED 1 21 181 199 7 
TX - AG 08/02/2002 11/07/2002 TERMED 081 0 2/2 00 2 
TX - AG 07/05/1999 12/3 1/ 1997 TERM ED 12/23/ 1996 

Category 

~ x_ 

MO - AG 

https://crd.finra.org/IPM/vi/crd - -  ipm vii-RegSummary.aspx?PageName=VI - PGNM-REG.. , 2/26/20 14 
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Back to TOD 

Registrations with Prior Employers 

12/0 1/ 1989 
01/06/2000 

Employment Start Date 
Employment End Date 
Reason for Termination 
Termination Comment 
Firm Name at Termination THE EQUITABLE LIFE ASSURANCE SOCIETY OF THE UNITED STATES 

Regulatory Authority Registration Filing Date Status Date Approval Date 
Ca te 

FINRA 7/05/1999 01/05/2000 T-NOU5 12/07/1999 
GS 07/05/1999 01/05/2000 T-NOU5 06/01/1999 

FINRA I IP  07/05/1999 01/05/2000 1 O/ 2 O/ 199 5 
FIN RA - I R  07/05/1999 01/05/20 02/ 14/1990 

FIN RA _I 

Back to TOQ 

Privacy Legal Use of Web CRD@, IARDTM, or PFRDTM IS governed by the T e r m  & Conditions 
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Occurrence: 
Disclosure: 
Publicly 
Disclosa ble: 
Reportable: 

Page 1 of 10 

1652339 
Regulatory Action 
Yes 

Reportable 1 Reason 

1 

Disclosure Occurrence Composite 

Individual CRD#: 2022161 Individual Name: BLAKE, MICHAEL J 

Material 
Difference in 
Disclosure: 
Latest 
Filings: 

No 

Filing 

U6-REGINDVL 
Res LI la t o rv Act! o n 

Res u I ato ry Act i on 
0 9/ 1 3/ 20 1 3 
MID ATLANTIC CAPITAL 
CORPORATION (10674) &-.------- 

Event 
Date 
03/21/20 13 

03/2 1/2013 

P 

First 
Reported 
04/01/20 13 

05/20/20 13 

Answered 

Last Review: 05/21/2013 
Comments: 

This Disclosure Reporting Page is an INITIAL or  @ AMENDED 

REGULATORY ACTION 

1. Regulatory Action initiated by: 
A. (Select appropriate item): 

f SEC r Other Federal Agency r Jurisdiction @ SRO r CFTC 

Foreign Financial Regulatory Authority f Federal Banking Agency National Credit Union 

Administration Other 
B. Full name of regulator (if other than the SEC) that  initiated the action: 
FlNRA 

2. Sanction(s) Sought (select all that  apply): 
l- Bar r Cease and Desist $- Censure 
r Civil and Administrat ive Penalty(ies)/Fine !- Denial $- 
(5) Disgorgement 

https://crd.finra.org/ip~vi/crd~ipm~vii~Disc~OcrncComposite.aspx?INDVL~PK=2022 16.. . 4/10/20 14 
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r Expulsion 

r Reprimand 
f- Restitution 
r Undertaking 
p o t h e r :  N/A 

r Monetary Penalty other than !- Prohibition 
Fines 
I- Requalification !- Rescission 
I- Revocation !- Suspension 

3. Date Init iated (MM/DD/YYW): 

03/21/2013 6;: Exact r Explanation 
I f  not  exact, provide explanation: 

4. Docket/Case# : 
2010021710501 

5. Employing Firm when activity occurred which led t o  the regulatory action: 
CARILLON INVESTMENTS, INC. AND AMERITAS INVESTMENT CORPORAT~ON 

6. Product Type(s) (select all that  apply) 

f- No Product Derivative Mutual Fund 
r Annuity-Charitable %: Direct Investment-DPP & LP r Oil & Gas 

Interests 
r Annuity-Fixed Equipment Leasing r Options 
!- Ann ui t y  -\/aria ble r Equity Listed (Common & 

Preferred Stock) 
!- Banking Products (other f-' Equity-OTC r Prime Bank Instrument 
than CDs) 
r CD r Futures Commodity r Promissory Note 
r Commodity Option f" Futures-Financial I- Real Estate Security 
r Debt-Asset Backed g- Index Option r Security Futures 
I- Debt-Corporate g- Insurance r Unit Investment Trust 
f- Debt-Government i- Investment Contract r Viatical Settlement 
f- Debt-Municipal Money Market Fund Other: AN INVESTMENT 

!- Penny Stock 

CONTRACT 

7. Describe the allegations related t o  this regulatory action. (Your information must  fit within the space 
provided.): 
FINRA RULE 2010, NASD RULES 2110, 3030, 3040: BLAKE FORMED AN ENTITY SO THAT HE AND 
THREE COLLEAGUES COULD POOL FUNDS TO INVEST I N  COMMERCIAL REAL ESTATE PROJECTS AND 
THROUGH THIS ENTITY HE PARTICIPATED I N  PRIVATE SECURITIES TRANSACTIONS WITHOUT 

SCOPE EXPANDED BEYOND THE SEVERAL INDIVIDUALS WHO INITIALLY FORMED THE ENTITY. THE 
ENTITY INVESTED APPROXIMATELY $3,200,000 I N  REAL ESTATE PROPERTIES BEING DEVELOPED BY 
A REAL ESTATE DEVELOPMENT ENTERPRISE ORGANIZED AS A LIMITED LIABILITY COMPANY. THE 

INVESTORS WERE CUSTOMERS OF ONE OR THE OTHER OR OF BOTH OF BLAKE'S FIRMS AT THE TIME 
OF THEIR RESPECTIVE INVESTMENTS. BLAKE PERSONALLY INVESTED I N  THE PROJECTS. EACH 
INVESTMENT OF FUNDS I N  THE fNPITY WAS THE PURCHASE OF A SECURITY I N  THE FORM OF AN 
INVESTMENT CONTRACT. BLAKE PARTICIPATED I N  THE SALE OF THE ENTITY'S INVESTMENTS BY 
SOLICITING INVESTORS, RECEIVING, PROCESSING AND FORWARDING THE FUNDS THAT WERE 
INVESTED, PROVIDING THE INVESTORS WITH DOCUMENTATION EVIDENCING THEIR INVESTMENTS, 
FUNCTIONING AS THE POINT OF CONTACT BETWEEN THE INVESTORS AND A REAL ESTATE 
DEVELOPMENT ENTERPRISE, APPRISING THE INVESTORS OF THE STATUS OF THE ENTITY'S 
INVESTMENTS AND CAUSING THE PREPARATION OF SCHEDULE K 1  FORMS. BLAKE COMPLETED HIS 
FIRM'S ANNUAL COMPLIANCE QUESTIONNAIRES AND ANSWERED "YES" WHEN ASKED I F  HE 
UNDERSTOOD HE WAS NOT PERMITTED TO COMMINGLE HIS FUNDS WITH A CLIENT'S FUNDS AND 

PROVIDING T o  HIS MEMBER FIRMS PRIOR WRITTEN NOTICE. THEREAFTER, THE ENTITY'S SIZE AND 

INVESTED FUNDS WERE PROVIDED BY TWENTY-EIGHT INVESTORS AND TWELVE OF THESE 

https://crd.finra,org/ipm/vi/crd_ipm_vii~Disc_OcrncComposite.aspx?INDVL_PK=2022 16.. . 4/ 10/20 14 
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THAT HE WAS NOT TO ACCEPT A CLIENT'S CHECK MADE PAYABLE TO HIM OR ANY ENTITY OR 
PERSON ASSOCIATED WITH HIM FOR A SECURITIES TRANSACTION, BUT, BLAKE CONTINUED TO 
ACCEPT CHECKS MADE PAYABLE TO THE ENTITY AND HE COMMINGLED HIS FUNDS WITH CLIENT'S 
FUNDS I N  THE ENTITY'S BANK ACCOUNT. BLAKE NEVER ADVISED HIS FIRMS ORALLY OR I N  
WRITING THAT HE WAS PARTICIPATING I N  THE PRIVATE SEClJRITIES TRANSACTIONS. TO THE 
CONTRARY, BLAKE INDICATED EACH YEAR, I N  ANNUAL COMPLIANCE QUESTIONNAIRES, THAT HE 
HAD NOT ENGAGED I N  PRIVATE SECURITIES TRANSACTIONS. THE REAL ESTATE DEVELOPMENT 
ENTERPRISE FILED FOR BANKRUPTCY AND, TO DATE, NONE OF THE INVESTORS I N  THE ENTITY'S 
INVESTMENTS HAVE RECFIVFD A RETURN OF THEIR PRINCIPAL OR ANY INTEREST OR OTHER 
PAYMENTS. BLAKE COMPLETED HIS ASSOCIATED FIRM QUESTIONNAIRES AND FALSELY ANSWERED 
"NO" WHEN ASKED I F  HE HAD ENGAGED I N  PRIVATE SECURITIES TRANSACTIONS. BLAKE DID 
DISCLOSE THE ENTITY AS AN OUTSIDE BUSINESS I N  OUTSIDE BUSINESS ACTIVITY FORMS ON 
AUGUST 31, 2003, SEPTEMBER 8, 2004, MARCH 14, 2005 AND OCTOBER 1, 2007. HOWEVER, BLAKE 
DID  NOT DISCLOSE THE ENTITY AS AN OUTSIDE BUSINESS I N  OUTSIDE BUSINESS ACTIVITY FORMS 
WHICH HE COMPLETED ON SEPTEMBER 18, 2006 AND JULY 31, 2008, INQUIRING INTO ALL OF HIS 
OUTSIDE BUSINESS ACTIVITIES. THE ENTITY'S SIZE, SCOPE AND ACTIVITY CHANGED 
SIGNIFICANTLY AFTER BLAKE'S INITIAL DISCLOSURE AND THESE CHANGES CAUSED THE INITIAL 
DISCLOSURE TO BECOME INACCURATE AND, GIVEN THE NATURE AND EXTENT OF ITS ACTIVITIES, 
MISLEADING. BLAKE DID  NOT AMEND OR UPDATE THE OUTSIDE BUSINESS DISCLOSURE 
CONCERNING THE ENTITY AT ANY TIME. BLAKE'S FALSE AND INCOMPLETE INF~RMATION ON 
COMPLIANCE QUESTIONNAIRES AND BY FAILING TO UPDATE AND CORRECT HIS OUTSIDE BUSINESS 
DISCLOSURE MISLED HIS FIRM. BY MISLEADING THE FIRM, BLAKE DEPRIVED HIS EMPLOYER OF 
INFORMATION THAT COULD HAVE RCSULTCD I N  THE DETECTION OF HIS PARTICIPATION I N  PRIVATE 
SECURITIES TRANSACTIONS, NOTWI~HSTANDING HIS FAILURE TO MAKE AN AFFIRMATIVE 
DISCLOSURE I N  THE QUESTIONNAIRES. BLAKE FAILED TO PROVIDE HIS FIRM WITH ANY NOTICE AT 
ALL, INCLUDING WRITTEN NOTICE, OF A SECOND LIMITED LIABILITY COMPANY HE CAUSED TO BE 
CREAT ED . 

3. Current Status? 

r Pending r On Appeal @ Final 

3. I f  pending, are there any limitations o r  restrictions currently in effect? 

I f  the answer is 'yes', provide details: 
r Yes NO 

10. I f  on appeal: 
A. Action appealed to:  

4" SEC r SRO 

Court r Other: 
8. Date appeal filed (M 

r CFTC r Federal Court it" State Agency or  Commission State 

I/DD/YYYY) : 

r* Exact r Explanation 
I f  not exact, provide explanation: 

r Yes r* No 

C. Are there any limitations or  restrictions currently in effect while on appeal? 

I f  t he  answer is 'yes', provide details: 

I f  Final or On Appeal, complete all i tems below. For Pending Actions, complete I t e m  14 only. 

11. Resolution Detail: 
A. How was mat ter  resolved? (select appropriate item): 

r Acceptance, Waiver PI Consent (AWC) r Consent r Decision 

fz Decision & Order of Offer of  Settlement 

4" Settled e Stipulation and Consent f Vacated 

4" Dismissed r Order 

https://crd.finra.org/ipm/vi/crd_ipm_vii_Disc_OcmcComposite. aspx?INDVL - PK=2022 1 6.. . 4/ 1 0/20 1 4 
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0" Vacated Nunc Pro Tunc/ab initio 

r Other: 
B. Resolution Date (MM/DD/YYYY): 

09/09/2013 @ Exact r Explanation 
I f  not exact, provide explanation: 

il" Withdrawn 

12. Does the order constitute a final order based on violations of any laws or regulations that prohibit 
fraudulent, manipulative, or deceptive conduct? 

(" Yes @ NO 

13. Sanction Detail: 
A. Were any of the following sanctions ordered? (Select all appropriate items): 

f- Bar (Permanent) f- Bar (Temporary/Time Limited) 

(ies)/Fine(s) 

r Cease and Desist 
Censure F Civil and Administrative Penalty Denial 

r Disgorgement I-" Expulsion I- Letter of 
Re prima nd 

r Monetary Penalty other than r Prohibitian f- Requalification 
Fines 
r Rescission !- Restitution f- Revocation 
F Suspension r Undertaking 

B. Other sanctions ordered: 
C. I f  the regulator provided in Question 1A above is the SEC, C F K ,  an SRO, did the action result in a 

finding of a willful violation or failure to supervise? 

I f  yes, was the subject found to have: 

(1) willfully violated any provision of the Securities Act of 1933, the Securities Exchange Act of 
1934, the Investment Advisers Act of 1940, the Investment Company Act of 1940, the Commodity 
Exchange Act, or any rule or regulation under any of such Acts, or any of the rules of the Municipal 
Securities Rulemaking Board, or to have been unable to comply with any provision of such Act, rule 
or regulation? 

I" Yes No 

(2) willfully aided, abetted, counseled, commanded, induced, or procured the violation by any 
person of any provision of the Securities Act of 1933, the Securities Exchange Act of 1934, the 
Investment Advisers Act of 1940, the Investment Company Act of 1940, the Commodity Exchange 
Act, or any rule or regulation under any of such Acts, or any of the rules of the Municipal Securities 
Rulemaking Board? 

rT* Yes r No 

(3) failed reasonably to supervise another person subject to the subject's supervision, with a view 
to preventing the violation by such person of any provision of the Securities Act of 1933, the 
Securities Exchange Act of 1934, the Investment Advisers Act of 1940, the Investment Company 
Act of 1940, the Commodity Exchange Act, or any rule or regulation under any of such Acts, or any 
of the rules of the Municipal Securities Rulemaking Board? 

r Yes r NO 
D. I f  suspended or barred, provide: 
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Sanction Details 

I f  suspended or barred, provide: 
Sanction Type: Suspension 

Registration Capacities affected (e.g., General Securities 
Principal, Financial Operations Principal, All Capacities, etc.): 
ALL CAPACITIES 

Duration (length of time): 

ONE YEAR @ Exact r* Explanation 

I f  not exact, provide explanation: 
Start Date (MM/DD/YYYY): 

10/07/2013 @ Exact Explanation 
I f  not exact, provide explanation: 

End Date (MM/DD/YYYY): 

10/06/2014 @ Exact Explanation 

I f  not exact, provide explanation: 

E. I f  requalification by examhetraining was a condition of the sanction, provide: 

F. I f  disposition resulted in a fine, penalty, restitution, disgorgement or monetary compensation, 
provide: 

I f  disposition resulted in a fine, penalty, restitution, disgorgement or monetary compensation, 
provide : 

Monetary Related Sanction Type: Civil and Administrative Penalty(ies)/Fine(s) 
Total Amount: 
$ 10,000.00 

Portion Levied against You : 
$ 10,000.00 
Payment Plan: 

IS Payment Plan Current? r* Yes r NO 

Date Paid by You (MM/DD/YYYY): 

10/04/2013 Exact r Explanation 

I f  not exact, provide explanation: 

Was any portion of penalty waived? r* Yes @ No 

I f  yes, amount: 

14. Comment (Optional). You may use this field to  provide a brief summary of the circumstances leading 
to the action as well as the current status or final disposition and/or finding(s). Include relevant 
terms, conditions and dates. Include the number of investors in the reporting jurisdiction, the total 
number of investors in the program, the amount invested in the reporting jurisdiction, the total 
amount invested and whether the action is based on a referral or investigation from your securities 
division. Your information must fit within the space provided. 
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WITHOUT ADMITTING OR DENYING THE ALLEGATIONS, BLAKE CONSENTED TO THE DESCRIBED 
SANCTIONS AND TO THE ENTRY OF FINDINGS; THEREFORE HE IS  FINED $10,000 AND SUSPENDED 
FROM ASSOCIATION WITH ANY FINRA MEMBER IN  ALL CAPACITIES FOR ONE YEAR. THE 
SUSPENSION IS IN  EFFECT FROM OCTOBER 7, 2013, THROUGH OCTOBER 6, 2014. FINE PAID IN  
FULL 10/04/13. 

U4 - AMENDMENT 
09/13/2013 
MID ATLANTZC CAPITAL CORPORATION (10674) 

Rev. Form U4 (05/2009) 

This Disclosure Reporting Page is an r INITIAL or @ AMENDED response to  report details for 
affirmative response(s) to  Question(s) 14C, 140, 14€, 14F and 146(1) on Form U4; 

ACTION Rev. D 09: 

Check the question(s) you are responding to, regardless of whether you are answering the 
question(s) "yes" or amending the answer(s) to "no": 

r 1 4 C ( 1 )  !'- 1 4 D ( l ) ( a )  F 1 4 E ( 1 )  r 1 4 F  
r l 4 C ( 2 )  r 14D(l)(b) F 14E(2) 
r 1 4 ~ ( 3 )  !- 1 4 D ( l ) ( c )  r- 14E(3) 146(1) 
r146(4) r 1 4 D ~ l ) ( ~ )  
r 1 4 C ( 5 )  r 1 4 D ( l ) ( e )  r 14E(5) 
f- 1 4 C ( 6 )  !'- 1 4 ~ { 2 ) ( a )  !"- 14E(6) 

r 1 4 C ( 8 )  
r 1 4 C ( 7 )  14D(2)(b) P 1 4 E ( 7 )  

One event may result in more than one affirmative answer to  the above items. Use only one DRP to  report 
details related to  the same event. If an event gives rise to  actions by more than one regulator, provide 
details t o  each action on a separate DRP. 

1. Regulatory Action initiated by: 
A. (Select appropriate item): 

SEC Other Federal Agency Jurisdiction @ SRO r CFTC 

Foreign Financial Regulatory Authority r Federal Banking Agency r National Credit Union 

Administration r Other 
8. Full name of regulator (if other than the SEC) that initiated the action: 
FINRA 

2. Sanction(s) Sought (select all that apply): 
r Bar r* Cease and Desist 
r Civil and Administrative Penaity(ies)/Fine !-" Denial 
(5) 
!- Expulsion r Monetary Penalty other than 

Fines 
r Reprimand r Requ a 1 if 1 cat ion 
!- Restitution Revocation 
f- Undertaking 
p o t h e r :  N/A 

3. Date Initiated (MM/DD/YWY): 

03/21/2013 @ Exact r Explanation 
I f  not exact, provide explanation: 

f- Censure 
r- 
Disgorgernent 

Prohibition 

Rescission 
i- Suspension 
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4. Docket/Case#: 
2010021710501 

5. Employing Firm when activity occurred which led t o  the regulatory action: 
CARILLON INVESTMENTS, INC. AND AMERITAS INVESTMENT CORPORATION 

6. Product Type(s) (select all that  apply) 

r No Product r Derivative !- Mutual Fund 
r Annuity-Charitable !- Direct Investment-DPP & LP r Oil & Gas 

Interests 
r* Annuity-Fixed r Equipment Leasing I- Options 
!- Annuity-Variable r Equity Listed (Common & r Penny Stock 

Preferred Stock) 
r Banking Products (other r Equity-OTC !- Prime Bank Instrument 
than CDs) 
!- CD !- Futures Cominodity r Promissory Note 
!"- Commodity Option r Futures Financial !- Real Estate Security 
r Debt-Asset Backed i'"" ~ n d e x  Option iT Security Futures 
r Debt-Corporate r Insurance r Unit Investment Trust 
r Debt-Government r Investment Contract r Viatical Settlement 
r Debt-Municipal r Money Market Fund P Other: AN INVESTMENT 

CONTRACT 

7. Describe the allegations related t o  this regulatory action. (Your information must  fit within the space 
provided.): 
FINRA RULE 2010, NASD RULES 2110, 3030, 3040: BLAKE FORMED AN ENTITY SO THAT HE AND 

THROUGH THIS ENTITY HE PARTICIPATED I N  PRIVATE SECURITIES TRANSACTIONS WITHOUT 
PROVIDING TO HIS MEMBER FIRMS PRIOR WRITTEN NOTICE. THEREAFTER, THE ENTITY'S SIZE AND 
SCOPE EXPANDED BEYOND THE SEVERAL INDIVIDUALS WHO INITIALLY FORMED THE ENTITY. THE 
ENTITY INVESTED APPROXIMATELY $3,200,000 I N  REAL ESTATE PROPERTIES BEING DEVELOPED BY 
A REAL. ESTATE DEVELOPMENT ENTERPRISE ORGANIZED AS A LIMITED LIABILITY COMPANY. THE 
INVESTED FUNDS WERE PROVIDED BY TWENTY-EIGHT INVESTORS AND TWELVE OF THESE 
INVESTORS WERE CUSTOMERS OF ONE OR THE OTHER OR OF BOTH OF BLAKE'S FIRMS AT THE TIME 
OF THEIR RESPECTIVE INVESTMENTS. BLAKE PERSONALLY INVESTED I N  THE PROJECTS. EACH 
INVESTMENT OF FUNDS I N  THE ENTITY WAS THE PURCHASE OF A SECURITY I N  THE FORM OF AN 
INVESTMENT CONTRACT. BLAKE PARTICIPATED I N  THE SALE OF THE ENTITY'S INVESTMENTS BY 
SOLICITING INVESTORS, RECEIVING, PROCESSING AND FORWARDING THE FUNDS THAT WERE 
INVESTED, PROVIDING THE INVESTORS WITH DOCUMENTATION EVIDENCING THEIR INVESTMENTS, 
FUNCTIONING AS THE POINT OF CONTACT BETWEEN THE INVESTORS AND A REAL ESTATE 
DEVELOPMENT ENTERPRISE, APPRISING THE INVESTORS OF THE STATUS OF THE ENTITY'S 
INVESTMENTS AND CAUSING THE PREPARATION OF SCHEDULE K 1  FORMS. BLAKE COMPLETED HIS 
FIRM'S ANNUAL COMPLIANCE QUESTIONNAIRES AND ANSWERED "YES" WHEN ASKED 1F HE 
UNDERSTOOD HE WAS NOT PERMITTED TO COMMINGLE HIS FUNDS WITH A CLIENT'S FUNDS AND 
THAT HE WAS NOT TO ACCEPT A CLTEWT'S CHECK MADE PAYABLE TO HIM OR ANY ENTITY OR 
PERSON ASSOCIATED WITH HIM FOR A SECURlTlES TRANSACTION. BUT, BLAKE CONTINUED TO 
ACCEPT CHECKS MADE PAYABLE TO THE ENTITY AND HE COMMINGLED HIS FUNDS WITH CLIENT'S 
FUNDS I N  THE ENTITY'S BANK ACCOUNT. BLAKE NEVER ADVISED HIS FIRMS ORALLY OR I N  
WRITING THAT HE WAS PARTICIPATING I N  THE PRIVATE SECURITIES TRANSACTIONS. TO THE 
CONTRARY, BLAKE INDICATED EACH YEAR, I N  ANNUAL COMPLIANCE ~ U E S T I O N N A I R E ~ ,  THAT HE 
HAD NOT ENGAGED I N  PRIVATE SECURITIES TRANSACTIONS. THE REAL ESTATE DEVELOPMENT 
ENTERPRISE FILED FOR BANKRUPTCY AND, TO DATE, NONE OF THE INVESTORS I N  THE ENTITY'S 
INVESTMENTS HAVE RECEIVED A RETURN OF THEIR PRINCIPAL OR ANY INTEREST OR OTHER 
PAYMENTS. BLAKE COMPLETED HIS ASSOCIATED FIRM QUESTIONNAIRES AND FALSELY ANSWERED 
"NO" WHEN ASKED I F  HE HAD ENGAGED I N  PRIVATF SECURITIES TRANSACTIONS. BLAKE DID 
DISCLOSE THE ENTITY AS AN OUTSIDE BUSINESS I N  OUTSIDE BUSINESS ACTIVITY FORMS ON 
AUGUST 31, 2003, SEPTEMBER 8, 2004, MARCH 14, 2005 AND OCTOBER 1, 2007. HOWEVER, BLAKE 

THREE FRIENDS COULD POOL FUNDS TO INVEST I N  COMMERCIAL REAL ESTATE PROJECTS AND 
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DID NOT DISCLOSE THE ENTITY AS AN OUTSIDE BUSINESS I N  OUTSIDE BUSINESS ACTIVITY FORMS 
WHICH HE COMPLETED ON SEPTEMBER 18, 2006 AND JULY 31, 2008, INQUIRING INTO ALL OF HIS 
OUTSIDE BUSINESS ACTIVITIES. THE ENTITY'S SIZE, SCOPE AND ACTIVITY CHANGED 
SIGNIFICANTLY AFTER BLAKE'S INITIAL DISCLOSURE AND THESE CHANGES CAUSED THE INITIAL 
DISCLOSURE TO BECOME INACCURATE AND, GIVEN THE NATURE AND EXTENT OF ITS ACTIVITIES, 
MISLEADING. BLAKE DID  NOT AMEND OR UPDATE THE OUTSIDE BUSINESS DISCLOSURE 
CONCERNING THE ENTITY AT ANY TIME. BLAKE'S FALSE AND INCOMPLETE INFORMATION ON 

DISCLOSURE MISLED HIS FIRM. BY MISLEADING THE FIRM, BLAKE DEPRIVED HIS EMPLOYER OF 
INFORMATION THAT COULD HAVE RESULTED I N  THE DETECTION OF HIS PARTICIPATION I N  PRIVATE 
SECURITIES TRANSACTIONS, N O T W ~ ~ H S T A N D ~ N G  HIS FAILURE TO MAKE AN AFFIRMATIVE 
DISCLOSURE I N  THE QUESTIONNAIRES. BLAKE FAILED TO PROVIDE HIS FIRM WITH ANY NOTICE AT 
ALL, INCLUDING WRITTEN NOTICE, OF A SECOND LIMITED LIABILITY COMPANY HE CAUSED TO BE 
CREATED. 

COMPLIANCE QUESTIONNAIRES AND BY FAILING TO UPDATE AND CORRECT HIS OUTSIDE BUSINESS 

8 .  Current Status? 

r Pending r On Appeal 6 Final 

9. If pending, are there any limitations or restrictions currently in effect? 

r Ye5 G' No 
I f  the answer is 'yes', provide details: 

10. I f  on appeal: 
A. Action appealed to: 

r SEC r SRO r CFTC r Federal Court r State Agency or Commission State 

Court r Other: 
EL Date appeal filed (MM/DD/YYYY): 

r Exact r Explanation 
I f  not exact, provide explanation: 

r Yes r No 
I f  the answer is 'yes', provide details: 

C. Are there any limitations or restrictions currently in effect while on appeal? 

I f  Final or On Appeal, complete all items below. For Pending Actions, complete I tem 14 only. 

11. Resolution Detail: 
A. How was matter resolved? (select appropriate item): 

r* Acceptance, Waiver 81 Consent (AWC) r Consent r* Decision 

@ Decision & Order of Offer of Settlement 

r Settled r Stipulation and Consent Vacated 

4" Vacated Nunc Pro Tunc/ab initio 

r Other: 

Dlsnllssed r Order 

s" Withdrawn 

8. Resolution Date (MM/DD/YYYY): 

09/09/2013 Exact r Explanation 
I f  not exact, provide explanation: 

12. Does the order constitute a final order based on violations of any laws or regulations that prohibit 
fraudulent, manipulative, or deceptive conduct? 

f* Yes @ NO 
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13. Sanction Detail: 
A. Were any of the following sanctions ordered? (Select all appropriate items): 

l'"" Bar (Permanent) Bar (Temporary/Timc Limited) r" Cease and Desist 
l'""  ensure P Civil and Administrative Penalty $" Dentat 

I7 Disgorgement l'- fxpuision !'- Letter of 
Reprimand 

!'- Monetary Penalty other than Prohibitron $" Requalification 
Fines 
l'- ~escission l'"" Restitution !'- Revocation 
x;;?  usp pension 6 Undertaking 

(ics)/Fine(s) 

5. Other sanctions ordered: 
C. I f  suspended or barred, provide: 

I f  suspended or barred, provide: 
Sanction Type: Suspension 

Registration Capacities affected (e.g., General Securities 
Principal, Financial Operations Principal, All Capacities, etc.) : 
ALL CAPACITIES 

Duration (length of time): 

ONE YEAR 6; Exact 

I f  not exact, provide explanation: 
Start Date (MM/DD/YYYY) : 

l0/07/2013 6' Exact C' Explanation 
I f  not exact, provide explanation: 

End Date (MM/DD/WYY): 

l0/06/2014 Exact Explanation 

I f  not exact, provide explanation: 

I" Explanation 

D. I f  requalification by exam/retraining was a condition of the sanction, provide: 

E. I f  disposition resulted in a fine, penalty, restitution, disgorgement or monetary compensation, 
provide : 

Sanction Details 
I f  disposition resulted in a fine, penalty, restitution, disgorgement or monetary compensation, 
provide: 

Monetary Related Sanction Type: 
Total Amount: 
$ 10,000.00 

Portion Levied against You : 
$ 10,000.00 

Payment Plan: 

IS Payment Plan Current? Yes NO 

Civil and Administrative Penalty( ies)/fine(s) 
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Date Paid by You (MM/DD/YYYY): 

Exact Explanation 
I f  not exact, provide explanation: 

Was any portion of penalty waived? Yes I;: No 

I f  yes, amount: 

14. Comment (Optional). You may use this field to  provide a brief summary of the circumstances leading 
to  the action as well as the current status or disposition and/or finding(s). Your information must fit 
within the space provided. 
WITHOUT ADMITTING OR DENYING THE ALLEGATIONS, BLAKE CONSENTED TO THE DESCRIBED 
SANCTIONS AND TO THE ENTRY OF FINDINGS; THEREFORE HE IS FINED $10,000 AND SUSPENDED 
FROM ASSOCIATION WITH ANY FINRA MEMBER I N  ALL CAPACITIES FOR ONE YEAR. THE 
SUSPENSION IS I N  EFFECT PROM OCTOBER 7, 2013, THROUGH OCTOBER 6, 2014. 

Privacy Legal Use of Web CRD@, IARDTM, or PFRDTM is governed by the Terms & Conditions. 
i v  h w r i f ?  Irw 4 4 f i1 f NtrP I b  i 
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Snapshot - Individual 
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Notice 
CRD@ or IARD(TM) Information: This report contains information from the CRD (Central Registration Depository) 
system, or the IARD system (Investment Advisers Registration Depository), which are operated by FINRA, a national 
securities association registered under the Securities Exchange Act of 1934. The CRD system primarily contains 
information submitted on uniform broker-dealer and agent registration forms and certain other information related to 
registration and licensing. The IARD system primarily contains information submitted on uniform investment adviser and 
agent registration forms and certain other information related to registration and licensing. The information on Uniform 
Forms filed with the CRD or IARD is deemed to have been filed with each regulator with which the applicant seeks to be 
registered or licensed and shall be the joint property of the applicant and such regulators. The compilation constituting the 
CRD database as a whole is the property of FINRA. Neither FINRA nor a participating regulator warrants or guarantees 
the accuracy or the completeness of the CRD or IARD information. CRD information consists of reportable and non- 
reportable information. 

FINRA operates the CRD system in its capacity as a registered national securities association and pursuant to an 
agreement with the North American Securities Administrators Association, Inc. (NASAA). 

FINRA operates the IARD system as a vendor pursuant to a contract with the Securities and Exchange Commission and 
undertakings with NASAA and participating state regulators. 

Reportable Information: Information that is required to be reported on the current version of the uniform registration 
forms. 

Non-Reportable Information: Information that is not currently reportable on a uniform registration form. Information 
typically is not reportable because it is out-of-date; it was reported in error; or some change occurred either in the 
disposition of the underlying event after it was reported or in the question on the form that elicited the information. 
Although not currently reportable, this information was once reported on a uniform form and, consequently, may have 
become a state record. Users of this information should recognize that filers have no obligation to update non-reportable 
data; accordingly, it may not reflect changes that have occurred since it was reported. 
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Details for Request#: 13095903 

Report: Snapshot - Individual 

Requested By: PTH 

Parameter Name 

Request by CRD# or SSN: 

Individual CRD# or SSN 

Include Personal Information? 

Include All Registrations with Employments: 

Include All Registrations for Current and/or Previous Employments with: 

Include Professional Designations? 

Include Employment History? 

Include Other Business? 

Include Exam Information? 

Include Continuing Education Information? (CRD Only) 

Include Filing History? (CRD Only) 

Include Current Reportable Disclosure Information? 

Include Regulator Archive and 2 Record Information? (CRD Only) 

- Value 

CRD# 

2022161 

Yes 

Both Current and Previous 
Employments 

All Regulators 

Yes 

Yes 

Yes 

Yes 

Yes 

Yes 

Yes 

Yes 

C R W  or IARD(TM) System Report -- See notice regarding CRD Data on cover page. 

~~ ~~ 



CRD@ or IARD(TM) System Current As Of: 0310212014 
Snapshot - Individual 
CRDO or IARD(TM) System Report provided to: Arizona 
Request Submitted: 3/3/2014 10:44:19 AM Page 3 of 35 

Individual 

Administrative Information 
Composite Information 

Full Legal Name 

State of Residence A2 

2022161 - BLAKE, MICHAEL JAMES 

BLAKE, MICHAEL JAMES 

Active Employments 

Current Employer 

Firm Main Address 

MID ATLANTIC FINANCIAL MANAGEMENT, INC.(109771) 

1251 WATERFRONT PLACE 
SUITE 510 
PITTSBURGH 
PA, UNITED STATES 
15222-4235 

Firm Mailing Address 

Independent Contractor Yes 

Business Telephone# 41 2-391 -7077 

Office of EmtAovment Address 

CRD NYSE Branch Firm Billing Registered Private Address Address Type of 
Branch# Code# Code Location? Residence? Start Date End Date Office 

949 No Yes 1010212013 Located At 
Address 9900 N. 52ND STREET 

PARADISE VALLEY, AZ 85253 UNITED STATES 

Reportable Disclosures? Yes 

Statutory Disqualification? SDTMSPNSNBAR 

Registered With Multiple Firms? No 

Material Difference in Disclosure? No 

Personal Information 

Individual CRD# 2022161 

Other Names Known By 

Year of Birth 1956 

Registrations with Current Employer(s) 

<<No Other Names found for this Individual.>> 

From 10/02/2013 To Present MID ATLANTIC FINANCIAL MANAGEMENT, INC.(109771) 
Regulator Registration Category Status Date Registration Status Approval Date 
A2 RA 10/02/2013 PENDING 

Registrations with Previous Employer(s) 

From 05/15/2013 To 10/04/2013 MID ATLANTIC CAPITAL CORPORATION(lO674) 
Reason for Termination Voluntary 
Termination Comment 
Regulator Registration Category Status Date Registration Status Approval Date 

CRD@ or IARD(TM) System Report -- See notice regarding CRD Data on cover page. 



CRDO or IARD(TM) System Current As Of: 03/02/2014 
Snapshot - Individual 
CRDO or IARD(TM) System Report provided to: Arizona 
Request Submitted: 3/3/2014 10:44:19 AM Page 4 of 35 

Individual 2022161 - BLAKE, MICHAEL JAMES 

Administrative Information 
Registrations with Previous Employer(s) 
Regulator Registration Category Status Date Registration Status 
ARCA GP 10/04/2013 TERMED 
ARCA G S  10/04/2013 TERMED 
A 2  AG 10/02/2013 REQUEST-TERM 
FINRA G P  10/04/2013 TERMED 
FINRA G S  10/04/2013 TERMED 
FINRA IP 10/04/2013 TERMED 
FINRA IR 10/04/2013 TERMED 
NQX GP 10/04/2013 TERMED 
NQX G S  10/04/2013 TERMED 
NQX IP 10/04/2013 TERMED 
NQX IR 10/04/2013 TERMED 

From 06/30/2006 To 03/28/2013 AMERITAS INVESTMENT CORP.(14869) 
Reason for Termination Other 
Termination Comment RETIRED. 
Regulator 
AL 
A 2  
CA 
co 
DC 
FINRA 
FINRA 
FINRA 
FINRA 
FL 
IA 
IL 
IN 
KS 
MI 
MN 
MO 
MO 
MT 
NE 
NJ 
NM 
NV 
NY 
OH 
OH 
OR 
PA 

Registration Category 
AG 
AG 
AG 
AG 
AG 
GP 
G S  
IP 
IR 
AG 
AG 
AG 
AG 
AG 
AG 
AG 
AG 
AG 
AG 
AG 
AG 
AG 
AG 
AG 
AG 
AG 
AG 
AG 

Status Date 
04/03/2013 
04/03/2013 
04/03/2013 
04/03/2013 
12/31/2008 
04/03/2013 
04/03/2013 
041031201 3 
04/03/2013 
04/03/2013 
04/03/2013 
04/03/2013 
041031201 3 
04/03/2013 
04/03/2013 
04/03/2013 
04/03/2013 
12/31 12009 
02/10/2012 
02/02/2012 
04/03/2013 
04/03/2013 
04/03/2013 
12/31/2008 
04/03/2013 
12/31 /2006 
02/06/2013 
04/03/2013 

Registration Status 
TERMED 
TERMED 
TERMED 
TERMED 
TERMED 
TERMED 
TERMED 
TERMED 
TERMED 
TERMED 
TERMED 
TERMED 
TERMED 
TERMED 
TERMED 
TERMED 
TERMED 
TERMED 
T-NOREG 
T-NO REG 
TERMED 
TERMED 
TERMED 
TERMED 
TERMED 
TERMED 
TERMED 
TERMED 

Approval Date 
05/23/2013 
05/23/2013 

05/23/2013 
05/23/2013 
05/23/2013 
05/23/2013 
05/23/2013 
05/23/2013 
05/23/2013 
05/23/2013 

Approval Date 
05/23/2008 
06/30/2006 
0613012006 
06/30/2006 
01 /24/2008 
06/30/2006 
06/30/2006 
06/30/2006 
0613 012 006 
05/17/2010 
0511 7/2007 
06/30/2006 
06130/2006 
10/11/2011 
07/07/2009 
06/30/2006 
10/04/2011 
06/04/2008 

08/15/2008 
06/30/2006 
01/03/2008 
0711 512008 
0411 012008 
0 812 5/20 06 
05/03/2011 
0111 1/2007 

I 
1 

CRD@ or IARD(TM) System Report -- See notice regarding CRD Data on cover page. 
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Individual 2022161 - BLAKE, MICHAEL JAMES 

Administrative Information 
Registrations with Previous Employer(s) 
Regulator Registration Category Status Date Registration Status 
TN AG 04/03/2013 TERMED 
TX AG 04/03/2013 TERMED 
WA AG 12/31/2008 TERMED 
WI AG 04/03/2013 TERMED 

From 11/01/2002 To 06/30/2006 CARILLON INVESTMENTS, INC.(14646) 
Reason for Termination Voluntary 
Termination Comment 
Regulator Registration Category Status Date Registration Status 
AR AG 12/31/2005 TERMED 
A2 AG 06/30/2006 MASS-TRNSF 
A2 RA 06/30/2006 T-NOREG 
A2 RA 03/09/2005 ABANDONED 
CA AG 06/30/2006 MASS-TRNSF 
co AG 06/30/2006 MASS-TRNSF 
FINRA GP 06/30/2006 MASS-TRN S F 
FINRA GS 06/30/2006 MASS-TRNSF 
FINRA IP 06/30/2006 MASS-TRNSF 
FINRA IR 06/30/2006 MASS-TRNSF 
IL AG 06/30/2006 MASS-TRNSF 
IN AG 06/30/2006 MASS-TRNSF 
MI AG 12/31/2003 TERMED 
MN AG 06/30/2006 MASS-TRN S F 
NM AG 06/30/2006 MASS-TRNSF 
NV AG 12/31/2005 TERMED 
OH RA 12/31/2003 TERMED 
PA AG 12/31/2003 TERMED 
TX AG 06/30/2006 MASS-TRNSF 
WI AG 06/30/2006 MASS-TRNSF 

From 12/01/1989 To 10/31/2002 AXA ADVISORS, LLC(6627) 
Reason for Termination Voluntary 
Termination Comment 
Regulator Registration Category Status Date Registration Status 
AK AG 09/25/1996 TERMED 
AR AG 1 1 /07/2002 TERMED 
A2 AG 1 1 /07/2002 TERMED 
CA AG 1 1/07/2002 TERMED 
FINRA GP 1 1/07/2002 TERMED 
FINRA GS 1 1 /07/2002 TERMED 
FINRA IP 11/07/2002 TERMED 
FINRA IR 11/07/2002 TERMED 
IL AG 1 1 /07/2002 TERMED 
IN AG 1 1 /07/2002 TERMED 

MASS TRANSFER = 164540 

Approval Date 
0711 112007 
06/30/2006 
08/30/2006 
06/30/2006 

Approval Date 
1111 312002 
11/01/2002 

03/08/2006 
11/01/2002 
1 1 /o 1 /2002 
11/01/2002 
1 1 /o 112002 
11/01/2002 
11/01/2002 
11/01/2002 
11/01/2002 
11/01/2002 
11/01/2002 
01/18/2005 
0711 412003 
11/01/2002 
11/01/2002 
03/25/2004 

Approval Date 
08/2 1 / I  996 
09/25/1996 
03/09/2000 
0512711 998 
12/07/1999 
06/01/1999 
01/23/1996 
0211 411 990 
04/07/1990 
0211 312002 

CRDB or IARD(TM) System Report -- See notice regarding CRD Data on cover page. 
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Individual 

Administrative Information 
Registrations with Previous Employer(s) 

2022161 - BLAKE, MICHAEL JAMES 

Regulator Registration Category Status Date Registration Status Approval Date 
MI AG 1 1 /07/2002 TERMED 1 111 511 996 
MN AG 1 1 /07/2002 TERMED 0311 611 990 
MO AG 1 2/31 12001 TERMED 10/08/1998 
NM AG 1 1/07/2002 TERMED 12/07/1995 
SD AG 01 / I  3/1998 TERMED 1211 8/1997 
TX AG 1 1 /07/2002 TERMED 08/02/2002 
TX AG 12/31/1997 TERMED 12/23/1996 

From 12/01/1989 To 01/06/2000 THE EQUITABLE LIFE ASSURANCE SOCIETY OF THE UNITED 

Reason for Termination 
Termination Comment 
Regulator Registration Category Status Date Registration Status Approval Date 
FINRA GP 01/05/2000 T-NOU5 12/07/1999 
FINRA GS 01/05/2000 T-NOU5 06/0 1 A999 

FINRA IR 01 /05/2000 T-NOU5 02/14/1990 

STATES(4039) 

FINRA IP 01/05/2000 T-NOU5 10/20/1995 

C R W  or IARD(TM) System Report -- See notice regarding CRD Data on cover page. 
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Individual 

Page 7 of 35 

2022161 - BLAKE. MICHAEL JAMES 

Administrative Information 
Professional Designations 

<<No Professional Designations found for this Individual.>> 

From 05/20 

Employment History 

From 10/2013 

From 10/2002 

3 

From 06/2006 

From 0612006 

From 0612006 

From 09/2002 

From 11/2002 

To 10120 

To Present 

To Present 

3 

To 0312013 

To 0312013 

To 1212011 

To 12/2011 

To 0612006 

Name 

Location PITTSBURGH, PA, USA 

Position INVESTMENT ADVISOR REPRESENTATIVE 

Investment Related Yes 

Name OLYMPUS FINANCIAL ADVISORS 

Location SCOTTSDALE, AZ, USA 

Position PRESIDENT AND CEO 

Investment Related Yes 

Name MID ATLANTIC CAPITAL CORPORATION 

Location SACRAMENTO, CA, USA 

Position REGISTERED REPRESENTATIVE 

Investment Related Yes 

Name AMERITAS INVESTMENT CORP. 

Location LINCOLN, NE, USA 

Position REGISTERED REPRESENTATIVE 

Investment Related Yes 

Name AMERITAS LIFE INSURANCE CORP. 

Location LINCOLN, NE, USA 

Position LICENSED AGENT 

Investment Related Yes 

Name ACACIA LIFE INSURANCE 

Location BETHESDA, MD, USA 

Position LICENSED AGENT 

Investment Related Yes 

Name UNION CENTRAL LIFE INSURANCE 

Location CINCINNATI, OH, USA 

Position LICENSED AGENT 

Investment Related Yes 

Name CARILLON INVESTMENTS, INC. 

Location CINCINNATI, OH, USA 

Position REGISTERED REPRESENTATIVE 

MID ATLANTIC FINANCIAL MANAGEMENT, INC 

CRDB or IARD(TM) System Report -- See notice regarding CRD Data on cover page. 
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Individual 

Administrative Information 
Employment History 

From 12/1989 To 10/2002 Name EQ FINANCIAL CONSULTANTS, INC. 

2022161 - BLAKE, MICHAEL JAMES 

Investment Related Yes 

Location ALBUQUERQUE, NM 

Position NOT PROVIDED 

Investment Related Yes 

From 12/1989 To 10/2002 Name THE EQUITABLE LIFE ASSURANCE SOCIETY OF THE 
UNITED STATES 

Location ALBUQUERQUE, NM 

Position NOT PROVIDED 

Investment Related Yes 

Office of Employment History 

From 1012013 To Present 

Name 

Independent Contractor Yes 

MID ATLANTIC FINANCIAL MANAGEMENT, INC(109771) 

Office of Emtiovment Address 

CRD NYSE Branch Firm Billing Registered Private Address Address Type of 
Branch# Code# Code Location? Residence? Start Date End Date Office 

949 No Yes 10/02/2013 Located At 
Address 9900 N. 52ND STREET 

PARADISE VALLEY, AZ 85253 UNITED STATES 

From 0512013 To 1012013 

Name MID ATLANTIC CAPITAL CORPORATION(10674) 

Independent Contractor Yes 

Office of Emdovment Address 

CRD NYSE Branch Firm Billing Registered Private Address Address Type of 
Branch# Code# Code Location? Residence? Start Date End Date Office 

536140 229 Yes Yes 05/24/2013 10/04/2013 Located At 
Address 9900 N 52ND STREET 

PARADISE VALLEY, AZ 85253 UNITED STATES 
174315 002 Yes No 0511 51201 3 10/04/2013 Supervised From 

Address 180 PROMENADE CIRCLE, SUITE 220 
SACRAMENTO, CA 95834 UNITED STATES 

229 No Yes 0511 512013 05/24/2013 Located At 
Address 9900 N. 52ND STREET 

PARADISE VALLEY, AZ 85253 UNITED STATES 

From 0612006 To 0312013 

Name AMERITAS INVESTMENT CORP.(14869) 

C R W  or IARD(TM) System Report -- See notice regarding CRD Data on cover page. 
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Individual 2022161 - BLAKE. MICHAEL JAMES 

Administrative Information 
Office of Employment History 
Independent Contractor Yes 

Office of Emwlovment Address 
CRD NYSE Branch Firm Billing Registered Private Address Address Type of 
Branch# Code# Code Location? Residence? Start Date End Date Office 

292031 67-2 Yes No 06/30/2006 03/28/2013 Located At 
Address 5040 E. SHEA BLVD., SUITE 162 

SCOTTSDALE, AZ 85254 UNITED STATES 

From 11/2002 To 06/2006 

Name CARILLON INVESTMENTS, INC.(14646) 

Independent Contractor Yes 

Office of Emwlovment Address 

CRD NYSE Branch Firm Billing Registered Private Address Address Type of 
Branch# Code# Code Location? Residence? Start Date End Date Office 

275436 67-2 Yes No 0611 412006 06/30/2006 Located At 
Address 5040 E. SHEA BLVD., SUITE 162 

SCOTTSDALE, AZ 85254 UNITED STATES 
No No 11/01/2002 06/30/2006 Located At 

Address 5040 E. SHEA BLVD., SUITE 162 
SCOTTSDALE, AZ 85254 USA 

From 12/1989 To 10/2002 

Name A M  ADVISORS, LLC(6627) 

Independent Contractor No 

Office of Emwlovment Address 

CRD NYSE Branch Firm Billing Registered Private Address Address Type of 
Branch# Code# Code Location? Residence? Start Date End Date Office 

CH16627M No No 12/01/1989 10/31/2002 Located At 
Address 9900 N. 52ND STREET 

PARADISE VALLEY, AZ 85253 

From 12/1989 To 01/2000 

Name 

Independent Contractor No 

THE EQUITABLE LIFE ASSURANCE SOCIETY OF THE UNITED STATES(4039) 

Office of Emwlovment Address 
CRD NYSE Branch Firm Billing Registered Private Address Address Type of 
Branch# Code# Code Location? Residence? Start Date End Date Office 

CH14039M No No 12/01/1989 01/06/2000 Located At 
Address 6100 UPTOWN BLVD NE SUITE 230 

ALBUQUERQUE, NM 871 10 

CRDG3 or IARD(TM) System Report -- See notice regarding CRD Data on cover page. 
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Exam Enrollment ID Exam Status Status Date 
S6 19937408 Official Result 0211 2/1990 
S6 19937407 Official Result 01/02/1990 
S7 19937414 Official Result 05/29/1999 
S24 19937405 Official Result 12/07/1999 
S24 19937404 Official Result 09/27/1999 
S24 I9937403 Official Result 07/09/1999 
S26 19937406 Official Result 1011 911 995 
S63 I9937409 Official Result 03/09/1990 
S65 33868611 Official Result 10/02/2013 
S65 19937413 Window Expired 1 111 312003 

I S65 19937412 Official Waiver 07/14/2003 
S65 19937411 Window Expired 03/07/2003 
S65 19937410 Official Result 1212811 995 
CE Regulatory Element Status 
Current CE Status CEINACTIVE 
CE Base Date 09/09/2013 

~ 

~ 

I 

Page 10 of 35 

Individual 2022161 - BLAKE, MICHAEL JAMES 

Administrative Information 
Office of Employment History 

Office of Emolovment Address 

Other Business 
1 )FIXED INSURANCE SALES-NON INVESTMENT RELATED-PARADISE VALLEY, AZ-AGENT-02I1990-20HRS 
PER MONTH-1OHRS PER MONTH DURING MARKET-SALE OF FIXED INSURANCE PRODUCTS - - - 
2)OLYMPUS FINANCIAL ADVISORS LLC-INVESTMENT RELATED-PARADISE VALLEY, AZ-DBA FOR 
INVESTMENT BUSINESS-PRESIDENT/CEO-l1/2002-160HRS PER MONTH4 30HRS PER MONTH DURING 
MARKET-INVESTMENTS/FINANCIAL PLANNING - - - 
3)LONGEST DRIVE LLC-NON INVESTMENT RELATED-PARADISE VALLEY, AZ-COMMERCIAL REAL ESTATE 
INVESTING-MEMBER-2001 -0HRS PER MONTH-OHRS PER MONTH DURING MARKET-MONITOR PROJECTS 
ONGOING/MAKE SURE K-L'S ARE PREPARED 

Exam Appointments 

<<No Exam Appointments found for this Individual.>> 

Exam History 

Exam Date 
02/12/1990 
01/02/1990 
05/29/1999 
12/04/1999 
0911 011 999 
07/09/1999 
10/19/1995 
03/09/1990 
10/01/2013 

Grade 
Passed 
Failed 
Passed 
Passed 
Failed 
Failed 
Passed 
Passed 
Passed 

Score Window Dates 
75 - 
67 - 
80 - 
70 1011 011 999-02/07/2000 
68 - 
60 - 
73 - 
82 - 
80 06/27/2013-I 0/25/2013 

07/15/2003-11/12/2003 

1 1 /06/2002-03/06/2003 
12/28/1995 Passed 72 - 

CE Appointments 

<<No CE Appointments found for this Individual.>> 

Current CE 
Requirement Type Session Status Status Date Window Dates Result 
Directed Sequence 201 CEINACTIVE 01/07/2014 09/09/2013-01/06/2014 
Directed Sequence 201 REQUIRED 09/10/2013 09/09/2013-01/06/2014 

Next CE 
Window Dates Requirement Type Session 

CRDQ or IARD(TM) System Report -- See notice regarding CRD Data on cover page. 

09/09/2015-01/06/2016 Anniversary 201 
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Individual 

Administrative Information 

2022161 - BLAKE, MICHAEL JAMES 

CE Directed Sequence History 
Source Type of Penalty Date of Action 
FINRA SEQUENCE 09/09/2013 

Inactive CE History Dates 
From 01/07/2014 To Present 

Previous CE Requirement Status 
Requirement Type Session Status 
Anniversary 201 SATISFIED 
Anniversary 201 REQUIRED 
Anniversary 201 SATISFIED 
Anniversary 201 REQUIRED 
Anniversary 201 SATISFIED 
Anniversary 201 REQUIRED 
Anniversary 201 SATISFIED 
Anniversary 201 REQUIRED 
Anniversary 201 SATISFIED 
Anniversary 201 REQUIRED 
Anniversary 101 SATISFIED 
Anniversary 101 
Anniversary 101 

Effective Date 
09/09/2013 

Status Date Window Dates Result 
03/14/2013 02/14/2013-06/13/2013 03/14/2013 - CMPLT 
02/14/2013 02/14/2013-06/13/2013 
05/10/2010 02/14/2010-06/13/2010 05/10/2010 - CMPLT 
02/15/2010 02/14/2010-06/13/2010 
04/05/2007 0211 412007-06/13/2007 04/05/2007 - CMPLT 
02/14/2007 0211 412007-06/13/2007 
03/02/2004 0211 412004-06/12/2004 03/02/2004 - CMPLT 
02/16/2004 0211 412004-06/12/2004 
06/09/2001 02/14/2001-06/13/2001 06/09/2001 - CMPLT 
02/14/2001 02/14/2001-06/13/2001 
02/14/1990 02/14/1998-06/13/1998 

0211 411 995-06/13/1995 
0211 4/1992-06/12/1992 

Filing History 

Filing Date Form Type Filing type Source 
01/02/2014 u5 Amendment AMERITAS INVESTMENT CORP. (14869) 
11/13/2013 U6 CRD Individual FINRA 
10/04/2013 u5 Full MID ATLANTIC CAPITAL CORPORATION (10674) 
10/04/2013 u4 Amendment MID ATLANTIC CAPITAL CORPORATION (10674) 
10/04/2013 u4 Amendment MID ATLANTIC CAPITAL CORPORATION (10674) 
10/02/2013 u 5  Partial MID ATLANTIC CAPITAL CORPORATION (10674) 
10/02/2013 u4 Amendment MID ATLANTIC CAPITAL CORPORATION (10674) 
0911 31201 3 u4 Amendment MID ATLANTIC CAPITAL CORPORATION (1 0674) 
09/10/2013 U6 CRD Individual FINRA 
07/17/2013 u4 Amendment MID ATLANTIC CAPITAL CORPORATION (10674) 
07/01/2013 u5  Amendment AMERITAS INVESTMENT CORP. (14869) 
06/26/2013 u4 Amendment MID ATLANTIC CAPITAL CORPORATION (10674) 
06/05/2013 u4 Amendment MID ATLANTIC CAPITAL CORPORATION (10674) 
05/24/2013 u4 Amendment MID ATLANTIC CAPITAL CORPORATION (10674) 
05/24/2013 BR Initial MID ATLANTIC CAPITAL CORPORATION (10674) 
05/22/2013 u4 Amendment MID ATLANTIC CAPITAL CORPORATION (10674) 
05/20/2013 u4 Amendment MID ATLANTIC CAPITAL CORPORATION (10674) 
0511 51201 3 u4 Amendment MID ATLANTIC CAPITAL CORPORATION (10674) 
05/15/2013 u4 Initial MID ATLANTIC CAPITAL CORPORATION (10674) 
05/01/2013 u 5  Amendment AMERITAS INVESTMENT CORP. (14869) 
04/03/2013 u 5  Full AMERITAS INVESTMENT CORP. (14869) 

C R W  or IARD(TM) System Report -- See notice regarding CRD Data on cover page. 
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individual 

Administrative Information 

2022161 - BLAKE, MICHAEL JAMES 

Filing History 

Filing Date 
04/01/2013 
02/22/2013 
02/06/2013 
1211 81201 2 
11/28/2012 
05/14/2012 
02/09/2012 
02/02/20 1 2 
01 1241201 2 
01 /05/2012 
1 1 /02/20 1 1 
11/01/2011 
10/06/2011 
1 0/04/20 1 1 
0511 01201 1 
05/03/2011 
0311 5/2011 
06/09/2010 
05/26/2010 
0511 21201 0 
03/08/2010 
0211 81201 0 
12/14/2009 
09/22/2009 
0811 912009 
07/07/2009 
06/03/2009 
04/23/2009 
1211 812008 
0811 512008 
0711 512008 
06/04/2008 
05/23/2008 
04/09/2008 
01 /24/2008 
01 / I  812008 
0 1 /03/2008 
0711 1 12007 
0511 712007 
0411 612007 
01/11/2007 
1211 312006 
08/30/2006 

Form Type Filing type Source 
U6 
u4 
u5  
u4 
u 4  
u4 
u5  
u5 
u4 
u4 
U6 
U6 
u4 
u4 
u4 
u4 
u4 
u 4  
u4 
u4 
u4 
u4 
u5 
u4 
u4 
u4 
u4 
u4 
u5 
u4 
u4 
u4 
u4 
u4 
u4 
u4 
u4 
u4 
u4 
u 4  
u4 
u5 
u4 

CRD-Individual 
Amendment 
Partial 
Amendment 
Amendment 
Amendment 
Partial 
Partial 
Amendment 
Amendment 
CRD Individual 
CRD Individual 
Amendment 
Amendment 
Amendment 
Amendment 
Amendment 
Amendment 
Amendment 
Amendment 
Amendment 
Amendment 
Partial 
Amendment 
Amendment 
Amendment 
Amendment 
Amendment 
Partial 
Amendment 
Amendment 
Amendment 
Amendment 
Amendment 
Amendment 
Amendment 
Amendment 
Amendment 
Amendment 
Amendment 
Amendment 
Partial 
Amendment 

FINRA 
AMERITAS INVESTMENT CORP. (14869) 
AMERITAS INVESTMENT CORP. (14869) 
AMERITAS INVESTMENT CORP. (14869) 
AMERITAS INVESTMENT CORP. (14869) 
AMERITAS INVESTMENT CORP. (14869) 
AMERITAS INVESTMENT CORP. (14869) 
AMERITAS INVESTMENT CORP. (14869) 
AMERITAS INVESTMENT CORP. (14869) 
AMERITAS INVESTMENT CORP. (14869) 
FINRA 
FINRA 
AMERITAS INVESTMENT CORP. (14869) 
AMERITAS INVESTMENT CORP. (14869) 
AMERITAS INVESTMENT CORP. (14869) 
AMERITAS INVESTMENT CORP. (14869) 
AMERITAS INVESTMENT CORP. (14869) 
AMERITAS INVESTMENT CORP. (14869) 
AMERITAS INVESTMENT CORP. (14869) 
AMERITAS INVESTMENT CORP. (14869) 
AMERITAS INVESTMENT CORP. (14869) 
AMERITAS INVESTMENT CORP. (14869) 
AMERITAS INVESTMENT CORP. (14869) 
AMERITAS INVESTMENT CORP. (14869) 
AMERITAS INVESTMENT CORP. (14869) 
AMERITAS INVESTMENT CORP. (14869) 
AMERITAS INVESTMENT CORP. (14869) 
AMERITAS INVESTMENT CORP. (14869) 
AMERITAS INVESTMENT CORP. (14869) 
AMERITAS INVESTMENT CORP. (14869) 
AMERITAS INVESTMENT CORP. (14869) 
AMERITAS INVESTMENT CORP. (14869) 
AMERITAS INVESTMENT CORP. (14869) 
AMERITAS INVESTMENT CORP. (14869) 
AMERITAS INVESTMENT CORP. (14869) 
AMERITAS INVESTMENT CORP. (14869) 
AMERITAS INVESTMENT CORP. (14869) 
AMERITAS INVESTMENT CORP. (14869) 
AMERITAS INVESTMENT CORP. (14869) 
AMERITAS INVESTMENT CORP. (14869) 
AMERITAS INVESTMENT CORP. (14869) 
AMERITAS INVESTMENT CORP. (14869) 
AMERITAS INVESTMENT CORP. (14869) 

C R W  or IARD(TM) System Report -- See notice regarding CRD Data on cover page. 
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Individual 

Administrative Information 
Filing History 

Filing Date Form Type Filing type 
0 8/24/20 06 u 4  Amendment 
06/30/2006 MT Mass Transfer 
06/30/2006 MT Mass Transfer 
06/14/2006 BR Initial 
03/08/2006 u4 Amendment 
12/01/2005 u 5  Partial 
01/18/2005 u 4  Amendment 
03/25/2004 u 4  Amendment 
12/19/2003 u 5  Partial 
07/16/2003 u4 Amendment 
07/11/2003 u 4  Amendment 
04/09/2003 u 4  Amendment 
1 1 /I 5/2002 u 4  Amendment 
1 1/13/2002 u4 Amendment 
1 1 /07/2002 u 5  Full 
1 1 /05/2002 u4 Amendment 
11/01/2002 u 4  Relicense CRD 
08/02/2002 u 4  Amendment 
02/13/2002 u4 Amendment 
12/06/2001 u5 Partial 
06/18/2001 u 4  Amendment 
03/09/2000 u 4  Amendment 
02/29/2000 u 4  Amendment 
09/29/1999 u 4  Amendment 
07/05/1999 u 5  Conversion 
07/05/1999 u 4  Conversion 

2022161 - BLAKE, MICHAEL JAMES 

Source 
AMERITAS INVESTMENT CORP. (14869) 
AMERITAS INVESTMENT CORP. (14869) 
CARILLON INVESTMENTS, INC. (14646) 
CARILLON INVESTMENTS, INC. (14646) 
CARILLON INVESTMENTS, INC. (14646) 
CARILLON INVESTMENTS, INC. (14646) 
CARILLON INVESTMENTS, INC. (14646) 
CARILLON INVESTMENTS, INC. (14646) 
CARILLON INVESTMENTS, INC. (14646) 
CARILLON INVESTMENTS, INC. (14646) 
CARILLON INVESTMENTS, INC. (14646) 
CARILLON INVESTMENTS, INC. (14646) 
CARILLON INVESTMENTS, INC. (14646) 
CARILLON INVESTMENTS, INC. (14646) 
AXA ADVISORS, LLC (6627) 
CARILLON INVESTMENTS, INC. (14646) 
CARILLON INVESTMENTS, INC. (14646) 
AXA ADVISORS, LLC (6627) 
AXA ADVISORS, LLC (6627) 
AXA ADVISORS, LLC (6627) 
AXA ADVISORS, LLC (6627) 
AXA ADVISORS, LLC (6627) 
AXA ADVISORS, LLC (6627) 
AXA ADVISORS, LLC (6627) 
AXA ADVISORS, LLC (6627) 
THE EQUITABLE LIFE ASSURANCE SOCIETY OF 
THE UNITED STATES (4039) 

C R W  or IARD(TM) System Report -- See notice regarding CRD Data on cover page. 
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Individual 2022161 - BLAKE. MICHAEL JAMES 

Reportable Events 

Number of Reportable Events 

Bankruptcy 
Bond 
Civil Judicial 
Criminal 
Customer Complaint 
Internal Review 
Investigation 
JudgementlLien 
Regulatory Action 
Termination 

0 
0 
0 
0 
5 
0 
0 
0 
1 
0 

Occurrence# 1476779 
FINRA Public Disclosable Yes 
Material Difference in Disclosure No 

Disclosure Type Customer Complaint 
Reportable Yes 

Filing ID 29818615 Form (Form Version) U4 (05/2009) 
Filing Date 0311 5/2011 

Disclosure Questions Answered 141(l)(d) 
Source 14869 - AMERITAS INVESTMENT CORP. 

Customer Complaint DRP DRP Version 0512009 

1. Customer name(s): 

2. Residence information: 

KlRA ANN PIPPERT REVOCABLE TRUST 

A. Customer(s) state of residence: 

B. Other state(s) of residence/ detail: 

Minnesota 

3. Employing firm: AMERITAS INVESTMENT CORP 

4. Allegation(s): 

5. Product type(s): 

CLAIMANTS ALLEGE THAT THE RR VIOLATED STATE 
SECURITIES LAWS, BREACH OF FIDUCIARY DUTY, 
NEGLIGENCE, COMMON LAW FRAUD, AND VIOLATION OF 
RULE 2010. 

Promissory Note 

6. Alleged compensatory damage amount: $1,500,000.00 

7. Customer complaints: 

A. Oral complaint: 

8. Written complaint: 

C. ArbitrationICFTC reparation or civil 
litigation: 

i. ArbitrationIReparation forum 

Explanation: 

C R W  or IARD(TM) System Report -- See notice regarding CRD Data on cover page. 
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Individual 2022161 - BLAKE, MICHAEL JAMES 
Reportable Events 

Customer Complaint DRP 

court name/location: 
ii. Docket/Case#: 

iii. Arbitration or civil litigation filing 
date: 

D. Date received by1Served on 
firm1Explanation: 

8. Complaint, arbitration/CFTC 
reparation, civil litigation pending: 

9. Complaint, arbitration1CFTC reparation 
or civil status: 

10. Status date/Explanation: 

11. Settlement/Award/Monetary judgment: 

A. Award amount: 

B. Contribution amount: 

12. ArbitrationlCFTC reparation information: 

A. Arbitration/CFTC reparation claim 
filed with: 

B. Docket/Case#: 

C. Date notice1Process was 
servedlExdanation: 

13. Pending arbitration/ CFTC reparation: 

14. Disposition: 

15. Disposition date1Explanation: 

16. Monetary compensation details: 

A. Total compensation amount: 

B. Contribution amount: 

17. Court in which case was filed: 

A. Name of court: 

B. Location of court: 

C. Docket/Case#: 

18. Date noticelprocess was 
served/Exolanation: 

19. Pending civil litigation: 

20. Civil litigation status: 

21, Disposition date/Explanation: 

FlNRA 

09-04700 

0911 0/2009 

No 

Settled 

021251201 1 

$475,000.00 

$390,000.00 
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Customer Complaint DRP 

22. Monetary compensation details: 

A. Total compensation amount: 

B. Contribution amount: 

23. If action is currently on appeal: 

A. Appeal date/Explanation: 

B. Court appeal filed with: 

i. Name of court: 

ii. Location of court: 

iii. Docket/Case#: 

24. Comment: 

Filing ID 31 282851 

Source FINRA 
Disclosure Questions Answered 

Filing Date 11/02/2011 

DRP Version 05/2009 

THIS ALLEGED COMPLAINT WAS THE RESULT OF REAL 
ESTATE INVESTMENTS THAT THE CLIENTS INVESTED IN 
BASED ON MY MAKING THEM AWARE OF THESE REAL 
ESTATE INVESTMENTS. ALTHOUGH I MADE THEM AWARE 
OF THESE OPPORTUNITIES, I DID NOT RECOMMEND THEM. 
I HAVE AN APPROVED OUTSIDE BUSINESS ACTIVITY FOR 
PERSONAL REAL ESTATE INVESTING. I DID NOT RECEIVE 
ANY COMPENSATION OR BENEFIT IN ANY WAY FROM THEIR 
INVESTING. THIS WAS UNRELATED TO MY OLYMPUS 
FINANCIAL ADVISORS PRACTICE AND MY BROKER DEALER 
RELATIONSHIP WITH AMERITAS INVESTMENT CORP. THE 
CLIENTS WORKED DIRECTLY WITH THE DEVELOPER AND 
THEY CHOOSE NOT TO PURSUE CLAIMS AGAINST THIS 
DEVELOPER DUE TO THE CURRENT FINANCIAL CONDITION 
OF DEVELOPER. 

Form (Form Version) U6 (05/2009) 

SRO ArbitrationlReparation DRP DRP Version 05/2009 

1. Case name: DOUGLAS J. PIPPERT, KlRA ANN PIPPERT, AND KlRA ANN PIPPERT 
REVOCABLE TRUST VS. AMERITAS INVESTMENT CORP., MICHAEL BLAKE 
AND OLYMPUS FINANCIAL ADVISORS, INC. 

2. ArbitratiodReparation filed with: FINRA 

3. Date initiated: 08/06/2009 

4. Docket/Case#: 09-04700 
5. Employing firm: 

6. Allegation(s): 

AMERITAS INVESTMENT CORP 

VIOLATION OF STATE SECURITIES LAWS; COMMON LAW BREACH 
OF FIDUCIARY DUTY; BREACH OF FIDUCIARY DUTY UNDER 
MINNESOTA STATUTE; NEGLIGENCE; COMMON LAW FRAUD; AND 

CRDQ or IARD(TM) System Report -- See notice regarding CRD Data on cover page. 
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SRO ArbitrationlReparation DRP DRP Version 05/2009 

VIOLATIONS OF FINRA RULE 201 0 

7. Product type: 

8. Alleged compensatory damage $1,500,000.00 

Real Estate Security 

amount: 

9. Currently pending resolution: 

I O .  Resolution details: 

A. Resolution: 

B. Resolution date: 

C. Disposition details: 

11. Comment: 

Occurrence# 
FINRA Public Disclosable 
Material Difference in Disclosure 

Filing ID 33594867 
Filing Date 11/28/2012 

No 

Stipulated Award 

10/28/2011 

THE PARTIES SETTLED THIS MATTER AND AGREED TO PRESENT A 
STIPULATED AWARD TO THE PANEL FOR CONSIDERATION. UNDER 
THE TERMS OF THE SETTLEMENT AGREEMENT, THE AWARD WILL 
ONLY BE ENTERED IF BLAKE DOES NOT COMPLY WITH THE TERMS 
OF THE SETTLEMENT AGREEMENT. BLAKE IS LIABLE FOR AND 
SHALL PAY TO CLAIMANTS THE SUM OF $500,000.00 IN 
COMPENSATORY DAMAGES . 

161 0778 Disclosure Type 
Yes Reportable 
No 

Form (Form Version) 

Customer Complaint 
Yes 

U4 (05/2009) 

Source 14869 - AMERITAS INVESTMENT CORP. 
Disclosure Questions Answered 14l( l)(d) 

Customer Complaint DRP DRP Version 05/2009 

1. Customer name(s): GARY CHILCOAT 

2. Residence information: 

A. Customer(s) state of residence: 

B. Other state(s) of residence/ detail: 

New Mexico 

3. Employing firm: AMERITAS INVESTMENT CORP 

4. Allegation(s): BREACH OF FIDUCIARY DUTY, BREACH OF THE DUTY OF 
ORDINARY AND RESONABLE CARE, NEGLIGENCE AND 
GROSS NEGLIGENCE, AND BREACH OF CONTRACT 

5. Product type(s): Promissory Note 

6. Alleged compensatory damage amount: $430,000.00 

Explanation: 

7. Customer complaints: 
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Customer Complaint DRP DRP Version 05/2009 

A. Oral complaint: 

6. Written complaint: 

C. Arbitration/CFTC reparation or civil 
litigation: 

i. Arbitration/Reparation forum 

ii. Docket/Case#: 

iii. Arbitration or civil litigation filing 
date: 

court name/location: 

D. Date received bylServed on 
firm/Explanation: 

8. Complaint, arbitration/CFTC 
reparation, civil litigation pending: 

9. Complaint, arbitration/CFTC reparation 
or civil status: 

10. Status date/Explanation: 

11. Settlement/Award/Monetary judgment: 

A. Award amount: 

B. Contribution amount: 

12. ArbitratiodCFTC reparation information: 

A. Arbitration/CFTC reparation claim F lNW 
filed with: 

B. Docket/Case#: 12-01 379 

C. Date notice/Process was 04/24/2012 
served/Exolanation: 

13. Pending arbitration/ CFTC reparation: 

14. Disposition: Settled 

No 

15. Disposition date/Explanation: 11/20/2012 

16. Monetary compensation details: 

A. Total compensation amount: $75,000.00 

B. Contribution amount: $60,000.00 

17. Court in which case was filed: 

A. Name of court: 

B. Location of court: 

C. Docket/Case#: 

CRDQ or IARD(TM) System Report -- See notice regarding CRD Data on cover page. 
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18. Date notice/process was 
served/Exolanation. 

19. Pending civil litigation: 

20. Civil litigation status: 

21. Disposition date/Explanation: 

22. Monetary compensation details: 

A. Total compensation amount: 

6. Contribution amount: 

23. If action is currently on appeal: 

A. Appeal datelExplanation: 

B. Court appeal filed with: 

i. Name of court: 

ii. Location of court: 

iii. Docket/Case#: 

24. Comment: 

Occurrence# 1636674 
FlNRA Public Disclosable Yes 
Material Difference in Disclosure No 

Disclosure Type Customer Complaint 
Reportable Yes 

Filing ID 34144976 Form (Form Version) U4 (05/2009) 
Filing Date 02/22/2013 
Source 14869 - AMERITAS INVESTMENT CORP. 
Disclosure Questions Answered 141(3)(a) 

Customer Complaint DRP DRP Version 05/2009 

1. Customer name(s): BARBARAMARTENSEN 

2. Residence information: 

A. Customer(s) state of residence: Arizona 

6. Other state(s) of residence/ detail: 

3. Employing firm: AMERITAS INVESTMENT CORP 

4. Allegation(s): COMPLAINANT ALLEGES THAT RR MISREPRESENTED THE 
POLICY IN ORDER TO REPLACE AN EXISTING POLICY. 

5. Product type(s): Insurance 

6. Alleged compensatory damage amount: $95,285.00 

Explanation: NO DAMAGE AMOUNT ALLEGED, PURCHASE PRICE 

CRDO or IARD(TM) System Report -- See notice regarding CRD Data on cover page. 
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REFLECTED. 

7. Customer complaints: 

A. Oral complaint: No 

8. Written complaint: Yes 

C. ArbitrationlCFTC reparation or civil No 
litigation: 

i. Arbitration/Reparation forum 

ii. Docket/Case#: 

iii. Arbitration or civil litigation filing 
date: 

court name/location: 

D. Date received by/Served on 1 0/29/20 1 2 
firm/Explanation: 

8. Complaint, arbitration/CFTC No 

9. Complaint, arbitration/CFTC reparation Denied 

IO. Status date/Explanation: 

11. Settlement/Award/Monetary judgment: 

reparation, civil litigation pending: 

or civil status: 

0211 31201 3 

A. Award amount: 

B. Contribution amount: 

12. Arbitration/CFTC reparation information: 

A. ArbitrationlCFTC reparation claim 
filed with: 

B. Docket/Case#: 

C. Date notice/Process was 
served/Exolanation: 

13. Pending arbitration/ CFTC reparation: 

14. Disposition: 

15. Disposition datelExplanation: 

16. Monetary compensation details: 

A. Total compensation amount: 

B. Contribution amount: 

17. Court in which case was filed: 

A. Name of court: 

C R W  or IARD(TM) System Report -- See notice regarding CRD Data on cover page. 
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B. Location of court: 

C. Docket/Case#: 

18. Date notice/process was 
servedlExo1anation: 

19. Pending civil litigation: 

20. Civil litigation status: 

21. Disposition date/Explanation: 

22. Monetary compensation details: 

A. Total compensation amount: 

B. Contribution amount: 

23. If action is currently on appeal: 

A. Appeal date/Explanation: 

B. Court appeal filed with: 

i. Name of court: 

ii. Location of court: 

iii. Docket/Case#: 

24. Comment: 

Occurrence# 1652339 
FINRA Public Disclosable Yes 
Material Difference in Disclosure No 

Disclosure Type Regulatory Action 
Reportable Yes 

Filing ID 35234738 Form (Form Version) U4 (05/2009) 
Filing Date 09/13/2013 

Disclosure Questions Answered 14E(1),14E(2),14E(4) 
Source 10674 - MID ATLANTIC CAPITAL CORPORATION 

Regulatory Action DRP DRP Version 05/2009 

1. Regulatory Action initiated by: 

A. Initiated by: 

B. Full name of regulator: 

Self Regulatory Organization 

FINRA 

2. Sanction(s) sought: Other: N/A 

3. Date initiated/Explanation: 03/21/2013 

4. Docket/Case#: 201002171 0501 

5. Employing firm: CARILLON INVESTMENTS, INC. AND AMERITAS INVESTMENT 
CORPORATION 

CRDQ or IARD(TM) System Report -- See notice regarding CRD Data on cover page. 
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6. Product type(s): 

7. Allegation(s): 

Other: AN INVESTMENT CONTRACT 

FINRA RULE 2010, NASD RULES 2110,3030,3040: BLAKE FORMED AN 
ENTITY SO THAT HE AND THREE FRIENDS COULD POOL FUNDS TO 
INVEST IN COMMERCIAL REAL ESTATE PROJECTS AND THROUGH THIS 
ENTITY HE PARTICIPATED IN PRIVATE SECURITIES TRANSACTIONS 
WITHOUT PROVIDING TO HIS MEMBER FIRMS PRIOR WRITTEN NOTICE. 
THEREAFTER, THE ENTITY'S SIZE AND SCOPE EXPANDED BEYOND THE 
SEVERAL INDIVIDUALS WHO INITIALLY FORMED THE ENTITY. THE 
ENTITY INVESTED APPROXIMATELY $3,200,000 IN REAL ESTATE 
PROPERTIES BEING DEVELOPED BY A REAL ESTATE DEVELOPMENT 
ENTERPRISE ORGANIZED AS A LIMITED LIABILITY COMPANY. THE 

AND TWELVE OF THESE INVESTORS WERE CUSTOMERS OF ONE OR 
THE OTHER OR OF BOTH OF BLAKE'S FIRMS AT THE TIME OF THEIR 
RESPECTIVE INVESTMENTS. BLAKE PERSONALLY INVESTED IN THE 
PROJECTS. EACH INVESTMENT OF FUNDS IN THE ENTITY WAS THE 
PURCHASE OF A SECURITY IN THE FORM OF AN INVESTMENT 
CONTRACT. BLAKE PARTICIPATED IN THE SALE OF THE ENTITY'S 
INVESTMENTS BY SOLICITING INVESTORS, RECEIVING, PROCESSING 
AND FORWARDING THE FUNDS THAT WERE INVESTED, PROVIDING THE 
INVESTORS WITH DOCUMENTATION EVIDENCING THEIR INVESTMENTS, 
FUNCTIONING AS THE POINT OF CONTACT BETWEEN THE INVESTORS 
AND A REAL ESTATE DEVELOPMENT ENTERPRISE, APPRISING THE 
INVESTORS OF THE STATUS OF THE ENTITY'S INVESTMENTS AND 
CAUSING THE PREPARATION OF SCHEDULE K1 FORMS. BLAKE 
COMPLETED HIS FIRM'S ANNUAL COMPLIANCE QUESTIONNAIRES AND 
ANSWERED "YES" WHEN ASKED IF HE UNDERSTOOD HE WAS NOT 
PERMITTED TO COMMINGLE HIS FUNDS WITH A CLIENT'S FUNDS AND 
THAT HE WAS NOT TO ACCEPT A CLIENT'S CHECK MADE PAYABLE TO 
HIM OR ANY ENTITY OR PERSON ASSOCIATED WITH HIM FOR A 
SECURITIES TRANSACTION. BUT, BLAKE CONTINUED TO ACCEPT 
CHECKS MADE PAYABLE TO THE ENTITY AND HE COMMINGLED HIS 
FUNDS WITH CLIENT'S FUNDS IN THE ENTITY'S BANK ACCOUNT. BLAKE 
NEVER ADVISED HIS FIRMS ORALLY OR IN WRITING THAT HE WAS 
PARTICIPATING IN THE PRIVATE SECURITIES TRANSACTIONS. TO THE 
CONTRARY, BLAKE INDICATED EACH YEAR, IN ANNUAL COMPLIANCE 
QUESTIONNAIRES, THAT HE HAD NOT ENGAGED IN PRIVATE 
SECURITIES TRANSACTIONS. THE REAL ESTATE DEVELOPMENT 
ENTERPRISE FILED FOR BANKRUPTCY AND, TO DATE, NONE OF THE 
INVESTORS IN THE ENTITY'S INVESTMENTS HAVE RECEIVED A RETURN 
OF THEIR PRINCIPAL OR ANY INTEREST OR OTHER PAYMENTS. BLAKE 
COMPLETED HIS ASSOCIATED FIRM QUESTIONNAIRES AND FALSELY 
ANSWERED "NO" WHEN ASKED IF HE HAD ENGAGED IN PRIVATE 
SECURITIES TRANSACTIONS. BLAKE DID DISCLOSE THE ENTITY AS AN 
OUTSIDE BUSINESS IN OUTSIDE BUSINESS ACTIVITY FORMS ON 
AUGUST 31,2003, SEPTEMBER 8,2004, MARCH 14,2005 AND OCTOBER 
1,2007. HOWEVER, BLAKE DID NOT DISCLOSE THE ENTITY AS AN 
OUTSIDE BUSINESS IN OUTSIDE BUSINESS ACTIVITY FORMS WHICH HE 
COMPLETED ON SEPTEMBER 18,2006 AND JULY 31,2008, INQUIRING 
INTO ALL OF HIS OUTSIDE BUSINESS ACTIVITIES. THE ENTITY'S SIZE, 
SCOPE AND ACTIVITY CHANGED SIGNIFICANTLY AFTER BLAKE'S 

INVESTED FUNDS WERE PROVIDED BY TWENTY-EIGHT INVESTORS 
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INITIAL DISCLOSURE AND THESE CHANGES CAUSED THE INITIAL 
DISCLOSURE TO BECOME INACCURATE AND, GIVEN THE NATURE AND 
EXTENT OF ITS ACTIVITIES, MISLEADING. BLAKE DID NOT AMEND OR 
UPDATE THE OUTSIDE BUSINESS DISCLOSURE CONCERNING THE 
ENTITY AT ANY TIME. BLAKE'S FALSE AND INCOMPLETE INFORMATION 
ON COMPLIANCE QUESTIONNAIRES AND BY FAILING TO UPDATE AND 
CORRECT HIS OUTSIDE BUSINESS DISCLOSURE MISLED HIS FIRM. BY 
MISLEADING THE FIRM, BLAKE DEPRIVED HIS EMPLOYER OF 
INFORMATION THAT COULD HAVE RESULTED IN THE DETECTION OF 
HIS PARTICIPATION IN PRIVATE SECURITIES TRANSACTIONS, 
NOTWITHSTANDING HIS FAILURE TO MAKE AN AFFIRMATIVE 
DISCLOSURE IN THE QUESTIONNAIRES. BLAKE FAILED TO PROVIDE HIS 
FIRM WITH ANY NOTICE AT ALL, INCLUDING WRllTEN NOTICE, OF A 
SECOND LIMITED LIABILITY COMPANY HE CAUSED TO BE CREATED. 

8. Current status: Final 

9. Limitations or restrictions No 

IO. If on appeal: 

while pending: 

A. Appealed to: 

B. Date 
appealedlExplanation: 

C. Limitations or restrictions 
while on appeal: 

11. Resolution details: 

A. Resolution detail: 

B. Resolution 09/09/2013 
datelExplanation: 

Decision & Order of Offer of Settlement 

12. Final order: No 

13. Sanction detail: 

A. Sanctions ordered: 

B. Other sanctions: 

C. Sanction type details: 

Civil and Administrative Penalty(ies)/Fine(s) 
Suspension 

Sanction type: Suspension 

Registration capacities affected: ALL CAPACITIES 

Duration (length of 
time)/Explanation: 

ONE YEAR 

Start date/Explanation: 1 0/07/20 1 3 

End date/Explanation: 1 0/06/2014 
CRDO or IARD(TM) System Report -- See notice regarding CRD Data on cover page. 
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D. Requalification type details: 

E. Monetary related sanction type details: 

Monetary related sanction type: 

Total amount: $10,000.00 

Portion levied: $1 0,000.00 

Payment plan: 

Payment plan current: 

Date paid / Explanation: 

Penalty waived: No 

Amount: 

Civil and Administrative Penalty(ies)/Fine(s) 

14. Comment: WITHOUT ADMITTING OR DENYING THE ALLEGATIONS, BLAKE 
CONSENTED TO THE DESCRIBED SANCTIONS AND TO THE ENTRY OF 
FINDINGS; THEREFORE HE IS FINED $10,000 AND SUSPENDED FROM 
ASSOCIATION WITH ANY FINRA MEMBER IN ALL CAPACITIES FOR ONE 
YEAR. THE SUSPENSION IS IN EFFECT FROM OCTOBER 7,2013, 
THROUGH OCTOBER 6,2014. 

Filing ID 35591445 
Filing Date 11/13/2013 
Source FINRA 
Disclosure Questions Answered 

Form (Form Version) U6 (05/2009) 

Regulatory Action DRP DRP Version 05/2009 

1. Regulatory Action initiated by: 

A. Initiated by: 

B. Full name of regulator: 

Self Regulatory Organization 

FINRA 

2. Sanction(s) sought: Other: N/A 

3. Date initiated/Explanation: 03/21/2013 

4. Docket/Case#: 

5. Employing firm: 

2010021710501 

CARILLON INVESTMENTS, INC. AND AMERITAS INVESTMENT 
CORPORATION 

6. Product type(s): 

7. Allegation(s): 

Other: AN INVESTMENT CONTRACT 

FINRA RULE 201 0, NASD RULES 21 10,3030,3040: BLAKE FORMED AN 
ENTITY SO THAT HE AND THREE COLLEAGUES COULD POOL FUNDS TO 
INVEST IN COMMERCIAL REAL ESTATE PROJECTS AND THROUGH THIS 
ENTITY HE PARTICIPATED IN PRIVATE SECURITIES TRANSACTIONS 
WITHOUT PROVIDING TO HIS MEMBER FIRMS PRIOR WRITTEN NOTICE. 
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THEREAFTER, THE ENTITY'S SIZE AND SCOPE EXPANDED BEYOND THE 
SEVERAL INDIVIDUALS WHO INITIALLY FORMED THE ENTITY. THE 
ENTITY INVESTED APPROXIMATELY $3,200,000 IN REAL ESTATE 
PROPERTIES BEING DEVELOPED BY A REAL ESTATE DEVELOPMENT 
ENTERPRISE ORGANIZED AS A LIMITED LIABILITY COMPANY. THE 

AND TWELVE OF THESE INVESTORS WERE CUSTOMERS OF ONE OR 
THE OTHER OR OF BOTH OF BLAKE'S FIRMS AT THE TIME OF THEIR 
RESPECTIVE INVESTMENTS. BLAKE PERSONALLY INVESTED IN THE 
PROJECTS. EACH INVESTMENT OF FUNDS IN THE ENTITY WAS THE 
PURCHASE OF A SECURITY IN THE FORM OF AN INVESTMENT 
CONTRACT. BLAKE PARTICIPATED IN THE SALE OF THE ENTITY'S 
INVESTMENTS BY SOLICITING INVESTORS, RECEIVING, PROCESSING 
AND FORWARDING THE FUNDS THAT WERE INVESTED, PROVIDING THE 
INVESTORS WITH DOCUMENTATION EVIDENCING THEIR INVESTMENTS, 
FUNCTIONING AS THE POINT OF CONTACT BETWEEN THE INVESTORS 
AND A REAL ESTATE DEVELOPMENT ENTERPRISE, APPRISING THE 
INVESTORS OF THE STATUS OF THE ENTITY'S INVESTMENTS AND 
CAUSING THE PREPARATION OF SCHEDULE K1 FORMS. BLAKE 
COMPLETED HIS FIRM'S ANNUAL COMPLIANCE QUESTIONNAIRES AND 
ANSWERED "YES" WHEN ASKED IF HE UNDERSTOOD HE WAS NOT 
PERMITTED TO COMMINGLE HIS FUNDS WITH A CLIENT'S FUNDS AND 
THAT HE WAS NOT TO ACCEPT A CLIENT'S CHECK MADE PAYABLE TO 
HIM OR ANY ENTITY OR PERSON ASSOCIATED WITH HIM FOR A 
SECURITIES TRANSACTION. BUT, BLAKE CONTINUED TO ACCEPT 
CHECKS MADE PAYABLE TO THE ENTITY AND HE COMMINGLED HIS 
FUNDS WITH CLIENT'S FUNDS IN THE ENTITY'S BANK ACCOUNT. BLAKE 
NEVER ADVISED HIS FIRMS ORALLY OR IN WRITING THAT HE WAS 
PARTICIPATING IN THE PRIVATE SECURITIES TRANSACTIONS. TO THE 
CONTRARY, BLAKE INDICATED EACH YEAR, IN ANNUAL COMPLIANCE 
QUESTIONNAIRES, THAT HE HAD NOT ENGAGED IN PRIVATE 
SECURITIES TRANSACTIONS. THE REAL ESTATE DEVELOPMENT 
ENTERPRISE FILED FOR BANKRUPTCY AND, TO DATE, NONE OF THE 
INVESTORS IN THE ENTITY'S INVESTMENTS HAVE RECEIVED A RETURN 
OF THEIR PRINCIPAL OR ANY INTEREST OR OTHER PAYMENTS. BLAKE 
COMPLETED HIS ASSOCIATED FIRM QUESTIONNAIRES AND FALSELY 
ANSWERED "NO" WHEN ASKED IF HE HAD ENGAGED IN PRIVATE 
SECURITIES TRANSACTIONS. BLAKE DID DISCLOSE THE ENTITY AS AN 
OUTSIDE BUSINESS IN OUTSIDE BUSINESS ACTIVITY FORMS ON 
AUGUST 31,2003, SEPTEMBER 8,2004, MARCH 14,2005 AND OCTOBER 
1,2007. HOWEVER, BLAKE DID NOT DISCLOSE THE ENTITY AS AN 
OUTSIDE BUSINESS IN OUTSIDE BUSINESS ACTIVITY FORMS WHICH HE 
COMPLETED ON SEPTEMBER 18,2006 AND JULY 31,2008, INQUIRING 
INTO ALL OF HIS OUTSIDE BUSINESS ACTIVITIES. THE ENTITY'S SIZE, 
SCOPE AND ACTIVITY CHANGED SIGNIFICANTLY AFTER BLAKE'S 
INITIAL DISCLOSURE AND THESE CHANGES CAUSED THE INITIAL 
DISCLOSURE TO BECOME INACCURATE AND, GIVEN THE NATURE AND 
EXTENT OF ITS ACTIVITIES, MISLEADING. BLAKE DID NOT AMEND OR 
UPDATE THE OUTSIDE BUSINESS DISCLOSURE CONCERNING THE 
ENTITY AT ANY TIME. BLAKE'S FALSE AND INCOMPLETE INFORMATION 
ON COMPLIANCE QUESTIONNAIRES AND BY FAILING TO UPDATE AND 

INVESTED FUNDS WERE PROVIDED BY TWENTY-EIGHT INVESTORS 
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8. Current status: 

9. Limitations or restrictions 

10. If on appeal: 

while pending: 

A. Appealed to: 

B. Date 
appealed/Explanation: 

C. Limitations or restrictions 
while on appeal: 

11. Resolution details: 

A. Resolution detail: 

B. Resolution 
date/Explanation: 

12. Final order: 

13. Sanction detail: 

A. Sanctions ordered: 

B. Other sanctions: 

C. Willful violation or failure 
to supervise: 

i. Willfully violated: 

ii. Willfully aided, abetted, 
counseled, 
commanded, induced, 
or procured: 

iii. Failed reasonably to 
supervise another 
person: 

D. Sanction type details: 

Sanction type: 

DRP Version 0512009 

CORRECT HIS OUTSIDE BUSINESS DISCLOSURE MISLED HIS FIRM. BY 
MISLEADING THE FIRM, BLAKE DEPRIVED HIS EMPLOYER OF 
INFORMATION THAT COULD HAVE RESULTED IN THE DETECTION OF 
HIS PARTICIPATION IN PRIVATE SECURITIES TRANSACTIONS, 
NOTWITHSTANDING HIS FAILURE TO MAKE AN AFFIRMATIVE 
DISCLOSURE IN THE QUESTIONNAIRES. BLAKE FAILED TO PROVIDE HIS 
FIRM WITH ANY NOTICE AT ALL, INCLUDING WRITTEN NOTICE, OF A 
SECOND LIMITED LIABILITY COMPANY HE CAUSED TO BE CREATED. 
Final 

No 

Decision & Order of Offer of Settlement 

09/09/2013 

No 

Civil and Administrative Penalty(ies)/Fine(s) 
Suspension 

No 

Suspension 
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Registration capacities affected: ALL CAPACITIES 

Duration (length of ONE YEAR 
time)/Explanation: 

Start date/Explanation: 10/07/2013 

End date/Explanation: 10/06/2014 

E. Requalification type details: 

F. Monetary related sanction type details: 

Monetary related sanction type: 

Total amount: $1 0,000.00 

Portion levied: $1 0,000.00 

Payment plan: 

Payment plan current: 

Date paid I Explanation: 10/04/2013 

Penalty waived: No 

Amount: 

Civil and Administrative Penalty(ies)/Fine(s) 

14. Comment: WITHOUT ADMITTING OR DENYING THE ALLEGATIONS, BLAKE 
CONSENTED TO THE DESCRIBED SANCTIONS AND TO THE ENTRY OF 
FINDINGS; THEREFORE HE IS FINED $10,000 AND SUSPENDED FROM 
ASSOCIATION WITH ANY FINRA MEMBER IN ALL CAPACITIES FOR ONE 
YEAR. THE SUSPENSION IS IN EFFECT FROM OCTOBER 7,2013, 
THROUGH OCTOBER 6,2014. FINE PAID IN FULL 10/04/13. 

Occurrence# 1656625 Disclosure Type Customer Complaint 
FINRA Public Disclosable Yes Reportable Yes 
Material Difference in Disclosure No 

Filing ID 34866753 Form (Form Version) U4 (0512009) 
Filing Date 0711 71201 3 

Disclosure Questions Answered 141(l)(a) 
Source 10674 - MID ATLANTIC CAPITAL CORPORATION 

Customer Complaint DRP DRP Version 05/2009 

1. Customer name(s): PAM PONT 

2. Residence information: 

A. Customer(s) state of residence: 

B. Other state(s) of residence/ detail: 

Arizona 

3. Employing firm: AMERITAS INVESTMENT CORP. 

CRD@ or IARD(TM) System Report -- See notice regarding CRD Data on cover page. 



CRDB or IARD(TM) System Current As Of: 03/02/2014 
Snapshot - Individual 
CRDB or IARD(TM) System Report provided to: Arizona 
Request Submitted: 3/3/2014 10:44:19 AM Page 28 of 35 

Individual 
Reportable Events 

2022161 - BLAKE, MICHAEL JAMES 

Customer Complaint DRP DRP Version 0512009 

4. Allegation(s): CLIENT ALLEGES NEGLIGENT MISREPRESENTATION, FRAUD, 
AND BREACH OF FIDUCIARY DUTY. 

5. Product type(s): Annuity-Variable 
Promissory Note 

6. Alleged compensatory damage amount: $50,000.00 

Explanation: COMPLAINANT SEEKS DAMAGES AS DETERMINED AT TRIAL. 

7. Customer complaints: 

A. Oral complaint: No 

B. Written complaint: Yes 

C. Arbitration/CFTC reparation or civil 
litigation: 

i. Arbitration/Reparation forum 

ii. Docket/Case#: 

iii. Arbitration or civil litigation filing 
date: 

No 

court namellocation. 

D. Date received by/Served on 04/12/2013 
firm/Explanation: 

8. Complaint, arbitrationICFTC No 
reparation, civil litigation pending: 

9. Complaint, arbitration/CFTC reparation 
or civil status: 

Evolved into Civil litigation (the individual is a named party) 

10. Status date/Explanation: 06/05/2013 

11. Settlement/Award/Monetary judgment: 

A. Award amount: 

B. Contribution amount: 

12. Arbitration/CFTC reparation information: 

A. ArbitrationlCFTC reparation claim 
filed with: 

B. Docket/Case#: 

C. Date noticeIProcess was 
served/Exblanation: 

13. Pending arbitration/ CFTC reparation: 

14. Disposition: 

15. Disposition datelExplanation: 

16. Monetary compensation details: 

CRDB or IARD(TM) System Report -- See notice regarding CRD Data on cover page. 



CRD@ or IARD(TM) System Current As Of: 0310212014 
Snapshot - Individual 
CRDQ or IARD(TM) System Report provided to: Arizona 
Request Submitted: 3/3/2014 10:44:19 AM Page 29 of 35 

Individual 
Reportable Events 

2022161 - BLAKE, MICHAEL JAMES 

Customer Complaint DRP DRP Version 05/2009 

A. Total compensation amount: 

B. Contribution amount: 

17. Court in which case was filed: State Court 

A. Name of court: SUPERIOR COURT OF THE STATE OF AZ IN AND FOR THE 
COUNTY OF MARICOPA 

B. Location of court: MARICOPA COUNTY AZ 

C. Docket/Case#: CV2013-007824 

18. Date noticelprocess was 06/06/2013 

19. Pending civil litigation: Yes 

20. Civil litigation status: 

21. Disposition date/Explanation: 

22. Monetary compensation details: 

A. Total compensation amount: 

B. Contribution amount: 

served/Exolanation. 

23. If action is currently on appeal: 

A. Appeal date/Explanation: 

8. Court appeal filed with: 

i. Name of court: 

ii. Location of court: 

iii. Docket/Case#: 

24. Comment: 

Filing ID 34791 181 Form (Form Version) U5 (05/2009) 
Filing Date 07/01 1201 3 

Disclosure Questions Answered 7E(l)(a) 
Source 14869 - AMERITAS INVESTMENT CORP. 

Customer Complaint DRP DRP Version 05/2009 

1. Customer name(s): PAM PONT 

2. Residence information: 

A. Customer(s) state of residence: Arizona 

B. Other state(s) of residence/ detail: 

3. Employing firm: AMERITAS INVESTMENT CORP. 

CRDQ or IARD(TM) System Report -- See notice regarding CRD Data on cover page. 



CRDQ or IARD(TM) System Current As Of: 03/02/2014 
Snapshot - Individual 
CRDQ or IARD(TM) System Report provided to: Arizona 
Request Submitted: 3/3/2014 10:44:19 AM Page 30 of 35 
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Individual 
Reportable Events 

2022161 - BLAKE, MICHAEL JAMES 

Customer Complaint DRP DRP Version 05/2009 

4. Allegation(s): CLIENT ALLEGES NEGLIGENT MISREPRESENTATION, FRAUD, 
AND A BREACH OF FIDUCIARY DUTY. 

5. Product type(s): Annuity-Variable 
Promissory Note 

6. Alleged compensatory damage amount: $50,000.00 

Explanation: COMPLAINANT SEEKS DAMAGES AS DETERMINED AT TRIAL. 

7. Customer complaints: 

A. Oral complaint: No 

B. Written complaint: Yes 

C. Arbitration/CFTC reparation or civil No 
litigation: 

i. Arbitration/Reparation forum 

ii. Docket/Case#: 

iii. Arbitration or civil litigation filing 
date: 

court name/location: 

D. Date received bylserved on 04/12/2013 
firm/Explanation: 

8. Complaint, arbitration/CFTC No 
reparation, civil litigation pending: 

9. Complaint, arbitrationlCFTC reparation 
or civil status: 

10. Status date/Explanation: 06/05/2013 

11. SettlemenffAward/Monetary judgment: 

Evolved into Civil litigation (the individual is a named party) 

A. Award amount: 

B. Contribution amount: 

12. ArbitrationICFTC reparation information: 

A. Arbitration/CFTC reparation claim 
filed with: 

B. DockeffCase#: 

C. Date notice/Process was 
served/Exolanation: 

13. Pending arbitration/ CFTC reparation: 

14. Disposition: 

15. Disposition date/Explanation: 

16. Monetary compensation details: 

C R W  or IARD(TM) System Report -- See notice regarding CRD Data on cover page. 
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Snapshot - Individual 
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Individual 
Reportable Events 

2022161 - BLAKE, MICHAEL JAMES 

Customer Complaint DRP 

A. Total compensation amount: 

B. Contribution amount: 

DRP Version 05/2009 

17. Court in which case was filed: State Court 

A. Name of court: SUPERIOR COURT OF THE STATE OF AZ IN AND FOR THE 
COUNTY OF MARICOPA 

B. Location of court: MARICOPA COUNTY AZ 

C. Docket/Case#: CV2013-007824 

18. Date noticelprocess was 06/06/2013 

19. Pending civil litigation: Yes 

20. Civil litigation status: 

21. Disposition date/Explanation: 

22. Monetary compensation details: 

A. Total compensation amount: 

B. Contribution amount: 

served/ExDlanation: 

23. If action is currently on appeal: 

A. Appeal date/Explanation: 

B. Court appeal filed with: 

i. Name of court: 

ii. Location of court: 

iii. Docket/Case#: 

24. Comment: 

Occurrence# 1687233 
FINRA Public Disclosable Yes 
Material Difference in Disclosure No 

Disclosure Type Customer Complaint 
Reportable Yes 

Filing ID 35915917 Form (Form Version) U5 (05/2009) 
Filing Date 01 /02/2014 

Disclosure Questions Answered 7E(l)(a) 
Source 14869 - AMERITAS INVESTMENT CORP. 

Customer Complaint DRP DRP Version 032009 

1. Customer name(s): 

2. Residence information: 

STANLEY DY CK 

A. Customer(s) state of residence: New Mexico 

CRD@ or IARD(TM) System Report -- See notice regarding CRD Data on cover page. 
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CRDQ or IARD(TM) System Report provided to: Arizona 
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Individual 
Reportable Events 

2022161 - BLAKE, MICHAEL JAMES 

Customer Complaint DRP DRP Version 05/2009 

B. Other state(s) of residence/ detail: 

3. Employing firm: 

4. Allegation(s): 

AMERITAS INVESTMENT CORP. 

CLAIMANT ALLEGES A BREACH OF FIDUCIARY DUTY, 
FIDUCIARY MISCONDUCT & FRAUD. ALLEGED ACTIVITY 
BETWEEN 7/10/2008 - 12/3/2012. 

5. Product type@): Promissory Note 

6. Alleged compensatory damage amount: $450,000.00 

Explanation: ADDITIONAL DAMAGES TO BE DETERMINED AT TRIAL. 

7. Customer complaints: 

A. Oral complaint: 

8. Written complaint: 

C. Arbitration/CFTC reparation or civil 
litigation: 

i. ArbitrationIReparation forum 

ii. DockeVCase#: 

iii. Arbitration or civil litigation filing 
date: 

court namellocation: 

D. Date received by/Served on 
firmlExplanation: 

8. Complaint, arbitrationlCFTC 
reparation, civil litigation pending: 

9. Complaint, arbitration/CFTC reparation 
or civil status: 

10. Status datelExplanation: 

11. SettlemenVAwardlMonetary judgment: 

A. Award amount: 

B. Contribution amount: 
I 

12. ArbitrationCFTC reparation information: 

A. ArbitrationCFTC reparation claim 
filed with: 

B. Docket/Case#: 

CRD@ or IARD(TM) System Report -- See notice regarding CRD Data on cover page. 
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Individual 
Reportable Events 

2022161 - BLAKE, MICHAEL JAMES 

Customer Complaint DRP DRP Version 05/2009 

15. Disposition date/Explanation: 

16. Monetary compensation details: 

A. Total compensation amount: 

B. Contribution amount: 

17. Court in which case was filed: Federal Court 

A. Name of court: UNITED STATES DISTRICT COURT - DISTRICT OF ARIZONA 

B. Location of court: PHOENIX ARIZONA 

C. DockeffCase#: 2: 13-CV-02461 -MEA 

18. Date notice/process was 12/05/2013 

19. Pending civil litigation: Yes 

20. Civil litigation status: 

21. Disposition date/Explanation: 

22. Monetary compensation details: 

A. Total compensation amount: 

B. Contribution amount: 

sen/ed/Exolanation: 

23. If action is currently on appeal: 

A. Appeal date/Explanation: 

B. Court appeal filed with: 

i. Name of court: 

ii. Location of court: 

iii. Docket/Case#: 

24. Comment: 
Regulator Archive and 2 Records 

Occurrence# 1639859 Disclosure Type Investigation 
FINRA Public Disclosable No Reportable No 
Material Difference in Disclosure No 

Filing ID 34575752 Form (Form Version) U4 (05/2009) 
Filing Date 05/20/2013 

Disclosure Questions Answered 14G(2) 
Source 10674 - MID ATLANTIC CAPITAL CORPORATION 

Investigation DRP DRP Version 05/2009 

1. Investigation initiated by: 
CRD@ or IARD(TM) System Report -- See notice regarding CRD Data on cover page. 
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Individual 
Regulator Archive and 2 Records 

2022161 - BLAKE, MICHAEL JAMES 

Investigation DRP 

A. Notice received from: 

B. Full name of regulator: 

2. Notice date/Explanation: 

3. Nature of investigation: 

4. Pending investigation: 

5. Resolution details: 

A. Date resolved/Explanation: 

B. Investigation resolution: 

6. Comment: 

Occurrence# 
FINRA Public Disclosable 
Material Difference in Disclosure 

Filing ID 34652427 
Filing Date 06/05/2013 

DRP Version 0512009 

SRO 

FlNRA 

11/21/2012 

PRELIMINARY DETERMINATION BY FINRA ALLEGING RR ENGAGED IN 
UNDISCLOSED PRIVATE SECURITIES TRANSACTIONS BETWEEN 
APPROXIMATELY FEBRUARY 2006 AND MARCH 2007 IN VIOLATION OF 
NASD CONDUCT RULES 3040 AND 21 10; RR VIOLATED NASD CONDUCT 
RULES 3030 AND 21 10 BY ENGAGING IN AN UNDISCLOSED OUTSIDE 
BUSINESS ACTIVITY; AND VIOLATION OF FINRA RULE 2010 AND NASD 
RULE 21 10 BY MISLEADING HIS FIRM CONCERNING HIS PRIVATE 
SECURITIES TRANSACTIONS. 

No 

0312 1 120 1 3 

Closed - Regulatory Action Initiated 

1647549 
No 
No 

Disclosure Type Judgment ien 
Reportable No 

Form (Form Version) U4 (05/2009) 

Source 10674 - MID ATLANTIC CAPITAL CORPORATION 
Disclosure Questions Answered 14M 

JudgmenffLien DRP DRP Version 05/2009 

1. JudgmenVLien Amount: $1 18,569.00 

I RS 2. JudgmenVLien holder: 

3. JudgmenVLien type: Tax 

4. Date filedlExplanation: 08/17/2012 

5. court: Federal Court 

A. Name of court: IRS 

B. Location of court: MESA, AZ 

C. Docket/Case#: xxxxxxxxxxx 

6. Outstanding: Yes 

7. Not outstanding: 

A. Disposition 06/04/2013 
date/Exolanation. 

C R W  or IARD(TM) System Report -- See notice regarding CRD Data on cover page. 
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Individual 
Regulator Archive and 2 Records 

2022161 - BLAKE, MICHAEL JAMES 

JudgmentlLien DRP DRP Version 05/2009 

B. Resolution: Released 

8. Comment: LIEN HAS BEEN PAID. 

CRDB or IARD(TM) System Report -- See notice regarding CRD Data on cover page. 



Office of the 
CORPORATION COMMISSION 

The Executive Director of the Arizona Corporation Commission does hereby certify that 
the attached copy of the following document: 

ARTICLES OF ORGANIZATION, 05/10/2002 

consisting of 2 pages, is a true and complete copy of the original of said document on file with this 
office for: 

LONGEST DRIVE, LLC 
ACC file number: L-1029797-0 

IN WITNESS WHEREOF, I have hereunto set my hand and affixed 
the official seal of the Arizona Corporation Commission on this date: 
March 5,2014. 

,, r I 

J@ A .  J e r i c h , w e c u t i v e  9,irector 



1. 

2. 

3 .  

4. 

5.a. 

11 

D_issolutian. The latcst date, if any, on which the limited liability company must dissolve 
is 

Manaecment. 
Managcmcnt of the limitcd liability company is vested in LL msnngcr or managm. The 
names and a h c s  of each person who is a manager each member who o w  a 
twcnty percent or gcater interest in the capital or profits of thc limited liability company 
are: 

Management of the iimited liability company is rcsctvcd to thc membm. The namcs and 
sddresses of each person who is a mcmbcr arc: 

, 



5.b. 

EXECUTED this ab day of Ilp)" ,&Jr-. 

di&!&XL-- ignature) [Signaturc) 

rnwAAtl T. 3\k.L 
[Print Namc Hcre] [Print Name Here] 

Acceptance of Appointmeat By Statutory Agcnt 

, having been designated to act as Statutory 
Agent, hereby consent to act in thix capacity until removed or resignation is submitted in 
accordance with the Arizona Revised Statutes. 

01 ,,\,I Tt\sk\< 
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Office of the 
CORPORATION COMMISSION 

The Executive Director of the Arizona Corporation Commission does hereby certifl that 
the attached copy of the following document: 

ARTICLES OF AMENDMENT, 10/01/20091 

consisting of 1 pages, is a true and complete copy of the original of said document on file with this 
office for: 

LONGEST DRIVE, LLC 
ACC file number: L-1029797-0 

IN WITNESS WHEREOF, I have hereunto set my hand and affixed 
the official seal of the Arizona Corporation Commission on this date: 
March 5,2014. 

Jwa&H&a 
A.  Jerich,  e c u t i v q D i r e c t o r  

By: 
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C O R P ~ ~ 7 ' l O I U  COMMISSION 
FfLED ARTICLES OF AMENDMENT TO 

ARTICLES OF ORGANIZATION 0 0  0 12009 

OF LONGEST DRIVE, L.L.C. 

1. The name of the limited liability company is: LONGEST DRIVE, L.L.C.; 

2. The Articles of Organization were originally filed with the Arizona Corporation 
Commission on May 10, 2002; 

THE AMENDMENTS SO ADOPTED: 

1. MEMBERS- The name and address of the Member of the Company who owns 
20% or more of the Company is as follows: 

MICHAEL J. BLAKE, CO-TRUSTEE OF THE FULLY AMENDED AND 
RESTATED MICHAEL J. BLAKE AND JANICE L. BLAKE TRUST, 

DATED SEPTEMBER 12,1996, AS AMENDED 
9900 N. 5Zd St. 

Paradise Valley, AZ 85253 

2. MANAGEMENT - Management of the limited liability company is vested in 

the manager, whose name and address is: 

MfCHAEL J. BLAKE 
9900 N. 5ZM St. 

Paradise Valley, AZ 85253 

IN WITNESS WHEREOF, the below-signed Manager executes this Amendment to the 
Articles of Organization as of this 1" day of September, 2009. 

LONGEST DRIVE, L.L.C., 
an Arizona limited liability company 

B9883.0002 BN 4364864v1 

W:.Q MIC EL J. BLAKE, Manager 
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. 
COMMISSIONERS 

BOB STUMP, Chalrt’n8n 
GARY PIERCE 

BRENDA BURNS 
BO0 BURNS 

SUSAN BITTER SMITH 

JODI JERlCH 
EXECUTIVE DIRECTOR 

MATTHEW J. NEUBERT 
DIRECTOR 

SECURITIES DMSION 
1300 West Washington. Thlrd Floor 

Phoenix, A2 86007 
TELEPHONE: (602) 6424242 

FAX: (602) 396-5661 
E-MAIL: secu~ttlegdhr@azcC.gOv 

ARIZONA CORPORATION COMMISSION 

Received 

JuL 1 6 2013 

June 24,2013 

Jeanine Colditz Devine, VP 
Mid Atlantic Capital Corporation 
125 1 Waterfront Place, Suite 5 10 
Pittsburgh, PA 15222-6368 

RE: Pending Salesman Application for Blake, Michael J. (CRD #2022161) 

Dear Ms. Colditz-Devine: 

The Securities Division (“Division”) received notification through W e b 0  that the 
above-referenced applicant has requested registration in Arizona as a salesman. After a 
preliminary review of the application, the Division has the following comments: 

1. It appears that the Applicant is affiliated with Crimson Crossings Retail Investors, 
LLC. The Division requests clarification of this activity including an explanation 
of what business is being conducted through this entity. If the entity is no longer 
active, please advise whether or not articles of termination have or will be filed or 
that such other similar action will be taken with respect to the entity. 

2. The Division notes that the Applicant’s WebCRD record contains Reportable, 
Legacy or Archive information. Please provide the following: 

a. A notarized narrative from Michael J. Blake explaining in precise detail the 
applicant’s conduct with respect to all reportable disclosures on the 
applicant’s U-4. The narrative is to include a summary of the disposition and 
present status of this matter, NOTE: Only an original notarized document 
will be accepted; a photocopy will not be considered responsive to this 
request. 

b. Copies of relevant documents (i.e. initial complaint, pleadings and any other 
relevant documentation verifying final resolution). 

I200 WEST WASHINGTON, PHOENIX, ARIZONA 85007 1400 WEST CONGRESS STREET, TUCSON, ARUONA 85701 

www.ucc.gov ACCOOOoo2 
FILE #8451 

http://www.ucc.gov
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I 

Jeanine Colditz Devine 
June 24,2013 
Page 2 of 2 

Only responses tendered in writing will be considered as adequately responding to this 
letter. Sending a copy of the U-4 will not be considered a sufficient response. In lieu of providing 
the foregoing information, the applicant may withdraw the application for registration by filing a 
Form U-5 with this Division. 

Sincerely, 

Sandra J. Franklin 
Registration & Licensing Analyst 

S JFhj f 

ACC000003 
FILE #8451 



Mid Atlantic Capital Corporation 

180 Promenade Circle, Suite 220 
Sacramento, CA 95834 

www.macg.com 
(916) 286-7850 Fax: (916) 286-7860 

July 15,2013 

I Received I 
JuL 1 6  2013 Arizona Corporation Commission 

Securities Division 
Attn: Sandra J. Franklin 
1300 West Washington, Third Floor 
Phoenix, AZ 85007 

Re: Pending Salesman Application for Blake, Michael J. (CRD ## 2022161) 

Dear Ms. Franklin, 

Per your letter to Mid Atlantic Capital Corporation dated June 24,2013, I am attaching the 
requested information regarding Mr. Blake, including Crimson Crossing Retail Investors, 
LLC info and the notarized narrative from Mi. Blank about the reportable disclosures on 
his U4 with copies of the relevant documents. 

If you should need anything further regarding Mr. Blake's registration with Mid Atlantic 
Capital Corporation, please do not hesitate to contact me either by phone at 916-286-7843 
or by email at jbrown@macg.com. 

bd ie  Ann Brown 
Licensing & Registration Administrator 

attachment 

REGISTERED BROKEFJDEAUR ' MEMBER FlNRA & SlPC 

ACCOOOOOl 
FILE W 5 1  

http://www.macg.com
mailto:jbrown@macg.com


Arizona Corporation Commission 
Sandra J. Franklin 
Registration and Licensing Analyst 
1200 West Washington 
Phoenix, AZ 85007 

Dear Ms. Franklin, 

JuL 1 6  2013 

RE: Pending Salesman Application for Blake, Michael J. (CRD #2022161) 

Thank you for your consideration for registering my securities license in the state of 
Arizona. Here is some background information. I have been security licensed since 
1990, and security licensed in the State of Arizona since 1999. In my entire career I 
have never had a complaint from a client regarding my handling of their security 
accounts. The complaints on my U-4 all are the result of an approved outside 
business activity that I have been apart of since 2002. My broker dealer approved 
this outside business activity, Longest Drive LLC, every year from 2002-2009. 
Through Longest Drive LLC we invested in commercial real estate projects. I was a 
member of Longest Drive LLC. I did not receive any compensation, additional or 
preferred benefits. I was an investor equal to all other members. Unfortunately in 
2008 the world experienced a global real estate meltdown. The developer we were 
invested with filed for bankruptcy in 2010 and closed their doors. Longest Drive 
LLC has two active projects that were funded in 2006. There have been no new 
projects and there will never be any new projects. At  the conclusion of these two 
projects, Longest Drive LLC will be closed. 

I retired from Ameritas Investment Corp on February 28,2013 and have spent the 
last four months in search of a new broker dealer. After extensive due diligence by 
both sides, I have agreed to join Mid Atlantic Capital Group. I t  was during this 
process that I was notified that Carillon Investment Corp, now Ameritas Investment 
Corp. had stopped paying for my Investment Advisor designation in 2003 and 
therefore my series 65 is no longer active in the state of Arizona. I am currently 
studying for my series 65 exam and anticipate taking this exam the first week in 
August 

On May 24,2013 FINRA approved my registration. 

Attached are the explanations and documents that you had requested. I do 
appreciate your consideration for my request to be registered in the State of 
Arizona. 

Michael f. Blake 
ACCOOOOlO 

FILE W 5 1  
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Tc--cl Recelved 

I I JUL 1 6  2013 

Crimson Crossing Retail Investors LLC 

In November 2007, Mr. and Mrs. Blake made a personal investment of $250,000.00 
into Crimson Crossings Retail Investors LLC. This project was being developed by 
Kinetic Development Inc. Mr. and Mrs. Blake are not involved with Kinetic 
Developments Inc. Crimson Crossing is a raw piece of land located at Southern and 
Crimson in Phoenix just off Hwy 60 and across from a hospital. Mr. and Mrs. Blake 
after careful examination of marketing materials and proforma’s, decided to invest. 
After the down turn of the real estate market in Phoenix, Kinetic Development Inc. 
ran into serious financial issues with Crimson Crossing Retail Investors. On 
December 31,2009 Kinetic Companies Inc. was able to successfully transfer the title 
to another entity Ocean Property Holdings LLC. Mr. and Mrs. Blake are not involved 
with Ocean Properties. Ocean Property Holding was able to infuse capital into this 
project to keep it moving forward. At this time the terms of this capital infusion 
virtually eliminated any potential profit for their original investors and the terms 
were so skewed toward Ocean Property Holding the likely hood of ever seeing our 
principal back was diminished greatly. 

As of today the property is still undeveloped and there is no chance that we will ever 
receive our principal back Kinetic Companies still sends us a K-1 for this project 
(See attached) 

ACCOOOOO4 
FILE W 5 1  
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Randall S. Joselit, C.P.A. ,  P .C.  
1430 E. Missouri Avenue, S u i t e  105 
Phoenix, AZ 85014 

r -7  Recelved 

MICHAEL J BwllfE AND JANICE L E m  
TFUJST DATED SEPTEMBER 12, 1996 

Illtl~~l~lll~lllll,ll~lllll~llll 

ACC000005 
FILE #8451 



Randall S. Joselit, C.P.A., P.C. 
1430 E. Missouri. Avenue, Suite 105 

Phoenix, AZ 85014 
602-264-9315 

March 25,2013 

CONFIDENTIAL 

MICHAEL J BLAKE AND JANICE L BLAKE 

Dear MICHAEL: 

We have prepared the enclosed copy of your Schedule K-1 for CRISMON CROSSINGS 
RETAIL limited liability company. It contains your share of the limited liability company's items 
of incomeAoss, deductions, credits, and other information for the limited liability Company's tax 
year ended December 3 1, 2012. These items am to be reported on your federal income tax return; 
therefore, this schedule should be retained with your tax records and documentation. 

Also enclosed is state K-1 information, if applicable. This information should also be retained 
with your tax records and documentation. 

Also enclosed is your basis information, This information consists of your basis in the limited 
liability company and, if applicable, your share of any suspended or disallowed losses. Retajn 
this idonnation with your tax records; it may be needed to complete your federal income tax 
retunn. 

If you have any questions, or if we can be of assistance in any way, please call. 

Sincerely, 

Randall S. Joselit, C.P.A., P.C. 

ACC000006 
FILE M451 
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CRISMON c3lw2ol3 1230 PM . , 

2012 * Partner# 2 
Schedule K-1 
(Form 1065) 
DepatmentdtbTreaAIfy F a ~ r y s s z o 1 2  wlK4 
I ~ R m u o S m v ~  

smp 
Partner's Share of Income, Deductions, 
Credits, etc. b s e ~  bsc l~  of form and repante incrtructlont. 

CRISMON CROSSINGS RETAIL 
INVESTORS, LLC 
2390 E CAMELBACK RD. , SUITE 204 
PHOENIX AZ 85016 

Ogden, UT 84201-0011 
c I R s c s n ( S r u r h r 0 ~ R l e d ~  

MICHAEL J BLAKE AND JANICE L BWLKE 

Pfdii 8.132000 w 8.132000 % 

InM 8.132000 Y 8.132000 9c 

CW4al 8.132000 % 8.132000 K 

K P P r t n m t ' s c h s e d ~ a t ~ e n O  

7 s ...... I ......... I ................. 
Qurlm-m .................... s 

8 8 - ..................................... 
--'- s 246,581 
caw-- - th - .................. $ 

c u m  - (-) s 
-'-b 8 d-m ........ , .............. 
E* -1 - t 246 ,581 

B oumr (-in) 

L P ~ a c a p l t s l p c m u t ~ k :  

........................ 

................... 

........................... 

T m A  0 GA# 0 80dm7oqb)bmk 

U W X m ~ E o r e i M . p o p s c t y W h s b u i M p h o r b s a ?  

OY" FIb 
K '"la." So- staarmrl (sma hdmlims) 

651132  

I I  

@ 
'See attached statement for additional information. 

For P p m a X  Redudion Astlbfa,  p. hshcthsforfrmn lM& 
w 

IRS.govKumloB5 
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CRISUON WE42013 'I230 PM 

r 

Partner# 2 
ARIZONA FORM 

165 
Schedule K-1 

Resident Partner's Share of Adjustment 
to Partnership Income 

2012 

C E C K  ONE 
and ending - n WlW 

Partnets identifying number 

For h e  calendar par2012 or 0 fiscal year beginning 

Partnership's employer identiWUon number 

Partnenhip's name, address, and ZIP code 
- 
Partnets name, address, and ZIP code 

MICHAEL J BLAKE AND JAUICE L BLAKE 1 CRISMON CROSSINGS RETAIL 
TRUST DATED SEPTEMBER 12, 1996 - - A Z D  

INVESTORS, LLC ' 

2390 E CAMELBACK RD., SUITE 204 
PHOENIX AZ 85016 

Partner's percentage o t  

........................................................ 

......................................................... 

profit shan'ng. 

Loss sharing 

-mhip of capita' ................................................. 

Type of partner (individual, trust, atc): T r u s t  

NOTE: CORPORATE PARTNERS MUST USE FORM 165, SCHEDULE K-l(NR). 

1 Adjustment of partnership income from federal to Arizona basis - from F& 165, page 1, line 6 , , , , , . , , , . , . , . , , , , , , , . I 1 1  loo 

2 

3 

Partmi-k Percentage of m or 10s (expressed a8 a decimal) ....................................................... I * !dkl y$' ?) ,* !Xi 

Partner's distriWe share ofthe adjustment of partnership income from federal to 

8.132000J 

Arkma - muwly line 1 by line 2 I S I  100 .............................................................................. 

PARTNER'S INSTRUCTIONS 
The partnership Is required lo adjwt b i n m e  hwn a federd to Altzona basis. Line 3 d Fam 165, Schedule K-1, Is the paMs distributive shared tM 
aIijusbnent Report the amount frwn b e  3 on pur Arizona tax return accwdii to the hsbuctlons below. 
Resident Individuals: 
If line 3 is a positive number. enter the amount an F a m  140, page 2, line Bll. 
If line 3 is a negative number, enterthe amount on Form 140, page 2 Ihe C29. 

Part-Yorr Resident k\dMduals: 
If Une 3 Is a positive number, enter lhal pwtion of line 3 that Is allocable to partnership income taxable by Arizona on Form 14OPY, page 2, line C23. 
If fine 3 is a mgative number, mter that portio0 d line 3 that Is allocable to partnership i m  taxaMe by Arizona on Fm 140PY, page 2, l i e  D35. 

Resklent Estates or Resident Trusts: 
If line 3 is a pilive number, enter the m n t  on F m  141AZ, page 2, Schedule 6, line 83. 
if line 3 is a negative number, en$r the amount on Form 141AZ. page 2, M u l e  6, l i  BB. 
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4/70? 
To whom it may concern, 

Re: Longest Drive LLC 
Grace CommunitiedGrace Capital LLC 

Longest Drive LLC has been an investor only in numerous commercial real estate 
projects that we have built or attempted to build. Longest Drive LLC has been treated 
exactly the same as all other Grace investors. No one from Longest Drive LLC has been 
employed in any capacity with Grace and no one from Longest Drive LLC has ever been 
paid commissions for any services or fees. 

I 
Sincerely, 

Donald Zelezn 
Manager 

Received 

JUL 16 2013 
Arltona Lorp, Comrntsrion 

Securities Division 

ACCOOOOI 1 
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To: Michael Blake 
Agency #45 

Carillon 
Investments,  Inc .  

Date: November 15,2002 

Subject: OBA Questionnaire 

Securities Licensing Coordinator 

Attached is a copy of your Outside Business Activity Questionnaire which Bernie has 
approved. Please keep this for your file. 

.- 

EO. Box 40409 

/ 

Cincinnati. Ohio 4524oo*09 

613.596.2800 

1.800.999.1840 

Fax 513.595.2717 

ACCOOOOI 2 
FILE #8451 
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1876 Waycross Rd. 
Ciucinmi. OH 45240. 

,- 

Outside Business Activity Questionnaire 

-. 

.- 

NO 

5. Structure nf Busines, 0 ~ ' m t i o n  ( r e k t  me) 
0 CnrpnmLiwi n Pmrlcrship 
I I Solc hpnctorshrp m e r  U C  - 
IfCprparp\.iG. is  i t  a: fl "C' Corp 0 "S" Corp 
Tf comaall  'gn are the shyed publicly I m d d  
IfSolcRrittor:h&. who is Illc owncr: . 
If Pamcdrig, plz;rrc indicate: r! Gcncrd Paruwhip 0 Llniikd Partnership 
Arc you J General Pmw, Lirnilcd Partner, Both or Neither? 

+mi I I NO 

u YES fl NO 

6. Du yuu huvc a iiapncial intcrra in this business activity? 

Percenmagc Or your finsncidl uutrest in the business 2.9 - YO 
7. What is  the suiirce of ldtlal and ongoing capit.& if any, of this bmincu! (Check d l  that apply) 

$Your p a m i l  n s m s  0 Bank Lodn(s) n Client l,oarl(r) 
fl Rlblic stock oITcrhp 
D Public bond ofking C Privaic bond offering 0 mer L h i v m  stock afFcring G Prolt~sory Note(s) 



I &  Arc my OS the employeen, cn-awnca, pnrtncrr or 
rcy NSCU tativeu? u Y E S  

If YES, plcasc list their rumes: 

thir business also Cwilliin Ftpincrcd 

IS. Arc MY nr the employees, co-ownem. partom nr investon in thir hurincsr &u clients of yaws, Carillon and/or 
Ilnion C c i u d  Lift! ia any respect? W S  3 NO 

IfkTS, plrwc list h i r  names: 

16. The undcrvigned II&ttred Repereatrlivc cvlJtifies thU the fnrcoing h tme and corrcct. 

“Outside Business Activity” is hereby dcfined LIS any outside activity with any orgnnization that is 
outside the scope of Carillon’s business, rcgrtdlcss of the Ixccipt or auy compcnsation (c.g. dl for-profit 
and non-prolil oryanizotions, rssuciations, dubs, rcal estate activities, all positiuru involving potential 
custody or control of assets - trustees, POAS, Executors, Treasurers, Directors, CPAs, Attorneys or ally 
other fiduciary capacity). 

FOR CARIJLON COMPLIANCE DEPARTMENT USE ONLY: 

Amendment Rcquired 
//.-/-aa-, 

NOTES; 

- 
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. . . . .. - . - __ . . . . 

ido Businosr Activity 

Subject: Outside Business Activity 
Date: Wed, 16 Oct 2002 15:38:32 -0400 

From: "BERNARD A BRETON" <bbreto@carillonhvW.com> 
To: michael.bl&@axa-advisors.com 

- 

Thanlr you. 

w e  

BsmardABrdan 
v P & c h i s f ~ ~ O f t i w r  
clrillonIlndmd%b. 
1876 Wayaou Rd. 
Cinchmi& OH 452404409 

Tol. 800-999-1840. old 2682 
5 13-595-2682 

PWL 513-595-2147 

,;& 

P 
ACCOOOOI 5 
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i n  

1876 Waycross Rd. 
C h c h d ,  OH 45240. 

Outside Business Activity Questionnaire 
t &lwJ 3J3kkA 000 76 2 s  4s 

Registered Representative Name RepNumber Agency Number 

,- 

4. Are you u dating or modifying information about an Optside business activity previously disclosed to Carillon? & 
0 NO 

5. S t r u c m  of Businw Organization (select one) 
0 Corporation 0 partnership 
0 Sole Proprietorship -8Qther Lcc 
Ifs;nrwraxion, is it a: 0 “CY corp 0 “s” corp 

o m  0 NO If cOrpo*ltion. are the shares publicly traded: 
If Sole F%o~rictorsh~ ‘Q. who &the owner: 

Are you a General Partnex, Limited Partner. Both or Neither? 
Ifpartngshig, please indicate: 0-p- OLimitedPattnCrship 

7. What is the source of initial and ongoing capital, if any, of this busheast (Check all that apply) 
sbyo\p~na188scf8 OBankLoan(s) 0 client Loan(s) 0 public StOdC Off- 0 PIiVa& StOCk o f f a  0 PfOmiSSOIy NOk(6) 
0 F’ublic bond offering 0 &ate bond offeriog 0 Other 



10. How rue you compensated? (Check all that apply) 
osalary 0 co&m 
0 Hourly oRights/stock~om 

% 11. What percentage of your time do you spend on this outside business activity? # 

12. What is your estimated annual incame from this bu8inw Irctivity? S cs' 
13. How many employees does this business have? 0 
14. Are any of the employees, co-owuers, 
representadvest 

this business alro Carillon registered 

EYES, please list their names: 

15. Are any of the employees, coowners, partners or a-rs  in this business also clients of yours, Cprillon andlor 
Union Central Liie in any respect? *S 0 NO 

If YES, please list their names: 

16. The undersigned Registered Representative CertitieS that the forgoing is true and correct. 

/,,4/- 
Registmcl Representative Signature Date 

* "Outside Business Activity" is hereby defined aa any outside activity with any organization that is 
outside the scope of Carillon's business, regardless of the receipt of any compensation (e.g. all for-profit 
and non-profit organizations, 11ssociations, clubs, real estate activities, all positions involving potential 
custody or control of assets - trustees, PO&, Executors, Treasurers, Directors, CPAs, Attorneys or any 
other fiduciary capacity). 

FOR CARILLON COMPLIANCE DEPARTMENT USE ONLY: 

0 Approved 0 Disapproved 0 U4 Amendment Required 

Compliance Priacipa Date 

NOTES: 

ACCOOOOl7 
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October 16,2002 

Carillon Investments 
Attn; Amy Starkey 

Re: Longest Drive, LLC 

As a private investor in commercial real estate transactions, four friends and myself formed an 
Arizona LLC with the sole intent to invest in commercial real estate projects. Longest Drive, 
LLC purchases membership interests in office condos as members in the LLC, set up for each 
project by the developer. I receive no fees, compensation or additional benefit other than my 
proportional percentage of profit if any is generated. 

Each member individually does their due diligence and invests only those monies they 
individually are willing to invest in each project. 

Only ifwe are able to meet the investment minimum collectively, does Longest Drive, U C  
make in investment. 

I have no involvement in the Real Estate Company or project in which we invest. 

I am a member in Longest Drive, LLC for the sole purpose of a private investment. 

Michael J. Blake 

ACC000018 
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Kira Pippert Complaint 

The Pipperts were close family friends of Mr. Blake’s. When Mr. Pippert was retiring 
at age 48, he had some deferred compensation money to invest for a stream of 
income. He was presented numerous bond and mutual fund portfolios. Mr. Blake 
then referred the Pipperts to Grace Communities in order for the Pipperts to invest 
in a note program that Grace Communities was offering. Mr. Blake did not receive 
any compensation for this referral. 

Attached is the original complaint and Mr. Blake’s response. March 2011 this case 
was settled for $315,000. Mr. Blake and his attorney determined this would have 
been the approximate cost to go to FINRA arbitration for Mr. Blake. This case was 
settled and is being paid at a rate of $20,000 a quarter. 

r-2-7 Received 
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FILE #&I51 



1. 

2. 

3. 

4. 

5. 

Namc(s) of Claimant(s) 

. -- -- 
and 

Name(s) of Responden+) 
- 

The undersigned parties (*paKisT hereby submit the pmcnt matter In contwversy. as Kt forth in the attached statement of 
claim, answers. and all related cross clslms. countenlillmr and/or third-party claims which may be asserted. to arbitration in 
accordance with the FINW By-Lawi, Rules, and Code of Arbitration Procedure 

The parties hereby state that they ortheir reprcscntatiw(s) have read the pro. d u r n  and rules of FtNRA rclatingto arbitraticrn. 
and the parties agree to be bound by these proceduresand rules. 

The partits agree that in the event a hearing is necessary, such hearing shall Le held at  a time and place as may be dcvgnated 
hy the Director of Arbitration or the arbitratw(s). The parties further a g m  anC understand that tk arbitration will k 
conduded in acwdance with the RNRA Code of Arbitration Pmccdure. 

The prtia agree to abide by and perfom any oward(s) rendered pursuant t o  lhlr Submission Agreement. The partles further 
agree that a judgment and any Interest due t h e m .  may be entered upon w c i i  award(s) and, for these pUIp05eS. the parties 
hereby voluntarily consent to submit tothe jurisdlctlon d any court of romplent jurlsdldion which may properly enter such 
judgment. 

Tht parties hereto have signed and acknowledged the foregoing Submission AtJreernent. 

-*I__- -- Douglas Pippert 

_._-- --.. 7- 30-0s .._.- 
Date 

r, trustee or corporate offmi) 

-- ---- 
Claimant Name (please print) 

Claimant's Signature Date 
State capacity if other than individual (c.g., executor, trustee or corporate ot;rer) 

-__ ._... --. _.--- - 

22 
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Fl ?-&I ARBiTRAT!ON Submission Agreement 

Claimant(s) 

in the M e  of the Arbitration 6etwew 

-.-- - 

~ _--- 

1. 

2. 

3. 

4. 

5. 

Name(s) of Clairnant(s) 
. --.. - 
-._I______ - -_.--. 

and 

Narne(s) of Respondent(s) 

-1 Advisors, vc3tment .carp. - .  

--- 

The undersigned p a r t i  ["prtks") hmby submit the present matter in controversy, as set forth in the attached rtatemcnt of 
Claim. anwers, and ail related cross claims, counterclaims and/or third-party rlaimr which may be asserted. to arbfiration in 
aceordance with tfic FlNRA @y-laws, Rules, and Code of Arblhation Procedure 

The parties henby state that they or their n p m e n t t i ( s )  have read the pmi rdures and rules of FIMRA relating to arbitration. 
and the parties agm to be bound by these procedures and ruler. 

The partks agree that In the event haring is necessary, such hearingsM\ be held rt J t ime and place JI may be designated 
by the Olrector of Arbitration or the arMtrator(s).The pmes further agree and understand that the arbitration will be 
conducted In aGcwdance with the nNUA Code of Arbitration Procedure. 

The p r t l e s  agree to abide by and perform any award[s) rendered pursuant to :hts Wbmlssion Agreement. The parties further 
agne that a judgment and any intemt due thereon. rnq  be entered upon sur h nnrard(s) and. for these purposes, the partier 
henbyvobntarilyconsent to submit to the jurisdiction of any court of comprrent jurisdiction which may properly enter such 
judgment. 

The parties hereto have slgncd and acknowledged the foregoing Submission Agreement. 

-- Kira Pippert 
Claimant Name (please print) 

Claimant's Signature 
State capacity if other than individual (e.9.. executor, trustee or corporate oricer) 

_.- - - 7-30-04 - 
Date 

L u w  p,pp/& 

I -- 
Clairnapt Name (please print) 

Claimant's Signature Date 
State capacity if other than individual (e.g., executor, trustee or corporate Ol'iCer) 

--- _-- 

22 
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In the Matter of the Arbltntlon 6etween 

Nam (SI ftlaima t(s 
Dougfas &~port, &a bippeot mind the Kira Pippen Revwable Trus: --- 

1. 

2. 

3. 

4. 

5. 

and 

NemeIs) of Rcspondent(s) 
Michael Blake, Ohmus Financial Advisors. Inc.. and meritat Invntmcnt Cow. 

.- -- 
The undersigned parties ("partes.) hereby submitthc pment matter in mntrwcrsy, as set forth in the attached statement of 
claim. answers. and all reMadcross dalms. counterclaims and/or third-party chlms which may krsscrted,  to arbitration in 
accordma with the FINRA By-bwr, Rut- rnd Code of Arbitration Prorcdurc 

The p n t i  henby state that they or their npmentative(s) have read the prcicedunr and rules of FINRA relating t o  arbitration, 
and the partiis a g m  to be bound by there pmcedum and ruks. 

The parties q r e e  that In thc cvent a hearlng is  necessary. such heartng shall be held at a time and place as may be designated 
by thcDircctor of Arbitrattonarthe arbltntor(s). The parties further agree and understand that the arbitration wlll be 
conduckd in accordance with the FINRA Code ofkbitratlon Procedure. 

The parties agree to abide by and perform any award(s) rendered pursuant tu this submission Agrement.7he partics further 
agree that a judgment and any interest due t h e m .  may beentered upon such mard(s) and, for these purposes. the parties 
herebyvoluntarlly consent tosubmit to the juridktlon of any court ofcorn!vtent JurlsdlctC~ which may properly enter such 

lhe parties hereto have signed and acknowledged the foregoing Submissior Agreement 

JUdgtTICnt. 

- Kira Ann pippcrt Revocable T h s t  
Claimant Name (please prlnt) 

Claimant's Signature Date 
State capadty if other than individual (e.9, ocecutor, trustee or corporate officer) 

* A  4u e;* - T r d D 6 .  7 3 0 - 0 9  

Claimant Name (please prlnt) 
-__-. 

Claimant's Signature Date 
State capaclty if ather than individual (e.g., executor, trustee of corporate officer) 

H needed, copy this pap.  

22 
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FINANCIAL INDUSTRY REGULATORY AUTHORITY 
ARBITRATION 
_-- -I 

In the Matter of the Arbitration Between: 

Douglas J.  Pippert, Kim A. Pippert, and 
Kim A. Pippert, Trustee of the Kim AN1 
Pippert Revocable Trust 

Claimants, 
vs. 

Michael Blake, Olympus Financial 
Advisors, Inc., Ameritas Investment Corp., 

Respondents, 

FlNRA Case No. 

STATE.MENT OF CLAIM 

INTRODUCTIOS 

1. Claimants bring this arbitration against Michael Blake (Blakc), and his employers 

or principals, Olympus Financial Advisors, Inc. (01 ympu.;), and Ameritas Investment Corp. 

(Ameritas) to recover damages Claimants sustaincd as a rcsult of Respondents' breach of 

fiduciary duty as well as their negligent, reckless and tiaudulent conduct in connection with the 

management of Claimants' investments, At all times rele\ ant herein, Respondents were 

Claimants' financial advisors. In 2006 Claimants told Blake that they wantcd to reduce their 

exposure to the risks and vagaries of the stock market and usked Blake to recommend a safe and 

secure alternative investment. Instead of recommending ti safe and secure alternative such as a 

money market fund or fixed income investments, Ulake rccommended Claimants invest in 

0 

I 
i 
1 .  

! 
I 

I 
I 
I 
I 

i I 
I 

I I 

I 
I 

I 

several risky real estate ventures sponsored by a developer named Grace Communities. 

Respondents induced Claimants to make the investments in part by falsely claiming that the 

investments would be personally guaranteed by Grace Communities' principals and long-time 

associates o f w e ,  Donald Zelenak (Zelenak) and Joniithan Vento (Vento). Clirnants were 

ACC000023 
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told that Zelenak’s and Vento’s combined net worth excceded $180 million and the strength of 

their guarantees made the investments as close “as you could get” to an investment guaranteed 

by the Federal Government. 

2. Claimants trusted Blake and over the cowsc of about 18 months invested $1.5 

million in several Grace Communities projects based on €3 lake’s recommendations. Claimants 

rcceived few if any investment documents at the time the) made their investments. When 

Claimants were finally provided the documents in April 2008, it was too late. The Grace 

Communities projects Blake had recommended wcre insolvent, interest payments would be cut 

off, and contrary to Blake’s representations, the investmcnts were completely unsecured. In 

reality, respondents had induced the Claimants to invest nearly all of their liquid assets in a high- 

risk, unsecured Ponzi scheme. Blake admittedly performed no due diligence on the projects and 

neglected his professional responsibilities to the Claimants in a sclf-serving scheme to protect his 

own investments in the Grace Communities projects. Respondents have shown a complete 

disregard for Claimants’ financial interests and Claimant5 must now be compensated for the 

damages they have suffered. 

PARTIES AND JURISDICTION 

3. Douglas J. Pippert and Kira A. Pippcrt are individual investors and Kira A. 

Pippert is Trustee of the Kira Ann Pippert Revocable Trust. The Claimants reside at 725 Ithaca 

Lane North, Plymouth, Minnesota 55447. Claimants bec;ime clicnts of Blake in August 2003 

and through Blake are customers of Olympus and Ameritas. 

4. Blake is, upon information and belief, a resident of’Paradise Valley, Arizona. 

Since August 2003, Blake has been the Claimants’ financial advisor and has managed their 

investments. Blake was, at all times relevant hereto, a registered representalive acting within the 

2 ACC000024 
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course and scope of his employment or agency for Olymp~is and Ameritas. Since at least June 

30,2006, Blake has been licensed to sell securities in the 5tate of' Minnesota. 

5.  Olympus is a Minnesota Corporation with ,I registcred address of 16830 40th 

Place North, Plymouth, Minnesota 55446. Olympus has offices in Minneapolis, Minnesota; 

Scottsdale, Arizona; and Albuquerque, New Mexico, Upon information and belief, Blake works 

primarily out of the Olympus office in Scottsdale, Arizona. Blake is an employee of Olympus. 

Ameritas is a Nebraska corporation and is .iuthoriad and licensed to operate as a 6. 

registered broker-dealer in the State of Minnesota. It is rcgistered with the Securities and 

Exchange Commission (SEC) and is a member of FMRA Blake is a registered representative 

for Ameritas. On information and belief, h e r i t a s  is a wicessor to Carillon Investments, Inc., 

with whom Doug and Kim Pippert opened a join1 account through Blake in 2004. Carillon is no 

longer registered as a broker-dealer with FMRA and it is helievcd that Amcritas acquired all 

accounts of Claimants that had been opened through Rlakc with Carillon Investments, Tnc. 

7. FINR4 has jurisdiction over this matter pilrsuant to the FINIU Code of 

Arbitration Procedures because this dispute involves public clients, members of FTNRA and an 

associated person. 

BACKGKOUND 

8. In or around August 2003, Claimants agrecd to have Blake act as their certified 

financial planner. Blake and Olympus facilitated the transfer of all of the Claimants financial 

investments, including individual retirement accounts, stock certificates, money market accounts, 

mutual funds and 401 k's into a consolidated account rnamiged by Blake. Most of these assets, or 

proceeds therefrom, were deposited and held in an Amerim account opened by Blake for the 

Kira Ann Pippert Revocable Trust. 
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9. In the last half of 2006, Claimants became concerned about the risk associated 

with their heavy concentration in the stock market and wanted to move a significant portion of 

their investments out of the stock market and into more s w u e  and less-risky investments. Doug 

Pippert asked Blake to recommend some conservative altcrnative investments for a significant 

portion of their portfolio to support the Pipperts' planned retirement. 

BLAKE ENCOURAGES CLAIMANTS TO INVEST IN GRACE COMMUNITIES. 

IO. In response to Doug Pippert's request, Blake informed Doug that he represented 

Grace Communities and that Claimants should invest in brace Communities. Blake told Doug 

that he and others had invested in Grace Communities and received returns in excess Of 40% in 

one to two years. 

1 1. Blake owns Longest Drive, LIE.  On information and belief', Blake uses Longest 

Drive, LLC to manage his equity investments in Grace Cnmmunities. 

12. Blake had represented Grace Communities as a successhl real estate developer 

that sold equity investments in its developments. In November of 2006, Blake informed Doug 

Pippert that Grace Communities was also offering interesi-bearing loans at 15% to support the 

ongoing development of its projects. Blake also stated that Grace Communities' loans were 

nearly risk free and personally guaranteed by its principal partners, Zeleznak and Vento. 

13. Doug Pippert asked Blake why Zclemak iind Vento would pay such a high 

interest rate and guarantee the loans. Blake responded that Zelenak and Vento wanted to use 

their personal money for other investment opportunities. Blake stated that Vento and Zeleznak 

were two of his largest clients and had a net worth that exceeded $60,000,000 (Sixty Million 

Dollars) and $120,000,000 (One Hundred Twenty Million Dollars), respectively. As such, Blake 

assured Pippert that Zeleznak and Vento had sufficient assets to Cover their guarantees. cJ Gp 
&+ / 

X I '  
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14. Doug Pippert asked Blake about the risk ashociated with the loans. Blake 

responded by saying that the loans were as close as one could come to having a loan insured by 

the Federal Government because of the guarantees of Zeh mak and Vcnto. 

A. 

15. 

Blake convinces Claimants to invest in the Burr Ridge Project. 

In addition to the interest-bearing loans thirt  Grace Communities offered on its 

projects, Blake also told Doug Pippert that there was an opportunity for a direct equity 

investment in one of their projects, the Burr Ridge Project. located outside of Chicago. Blake 

told Doug that Claimants could expect a 40% return on their investment in one or two years. 

Based solely on Blake's representations, Claimants initially agreed to make a $100,000 equity 

investment in the Burr Ridge Project. However, rather than investing directly in Burr Ridge, on 

July 7,2006, Blake directed Doug Pippert to writc a check to Blake's company, Longest Drive 

LLC, for $100,000. At the time of the investment, Claimants were not givcn any documentation 

or private placement memorandum disclosing the risks associated with the Burr Ridge Project or 

any information regarding Longest Drive LLC. RBther, Doug Pippert was simply given a one- 

page Account Application form for Longest Drivc, LLC. 1,ongest Drive IJ,C cashed the 

Claimants' $1 00,000 check, 

€5, 

16. 

Blake convinces Claimants to invest in the Romeoville Project. 

On or around November 10,2006, Claimants agreed to Loan $700,000 to another 

Grace Communities project known as the Rorneoville Project. Claimants agreed to this 

investment, a. Blake assured them Romeovillc was a grea! project and that Claimants loan was 

100% personally guaranteed by Zelenak and Vento. B I ~ I K ~  told Doug Pippert that the loan 

would be for 18 months, pay 15% interest and would gencrate interest payments of $8,750 per 

month. At the time Claimants invested, they were not given any documents or private placement 

i 
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memorandum disclosing either the terms or the risks associated with the Romeoville loan. 

Instead, Claimants relied entirely on the representations made by Blake. Blake wired $700,000 

directly to the Romeoville Project from the Kim Ann Pippcrt Revocable Trust account at 

Ameritas that Blake managed. Blake did not provide Claimants any documentation for this loan 

until April 2008, after Doug Pippert asked to see it. Contrary to Slake's express representations, 

the Romeoville promissory note was not personally guaranteed by either Zelemak or Vento. 

Blake convinces Claimants to invest in the Geaeva Project. 

In January 2007, Blake recommended that Claimants invest in yet another Grace 

Communities project. This project was known as the Gencva Project. Blake told Doug Pippert 

that this investment would be the same as Romeoville. lha t  is, that the loan amount would be 

guaranteed by Zelemak and Vento and pay 15% intcrest. Blake stated that the loan would be for 

18 months and would generate interest payments of $3,7?!) per month. 

C. 

17. 

18. Based on Blake's assurances, Claimants agreed tu invest $300,000 in Geneva. On 

January 23,2007, at Blake's direction, Doug Pippcrt WOIL' a $300,000 check to Grace 

Communities. 

19. At the time Claimants made the loan for the Geneva Project, they relied entirely 

on Blake's representations and were not given any documcntation or private placement 

memorandum disclosing either the terms or the risks associated with the Gcneva Project. 

20. As with the Romeoville Project, Claimants did not receive any documentation of 

the loan until April of 2008, after requesting to see the documents at a meeting with Blake. 

Contrary to Blake's representations, the promissory note I or the loan to Geneva was not fully 

guaranteed by Zelevlak or Vento. Instead, Zeleinak and Vento had guaranteed the note only 

6 ACC000028 
FILE #8451 

I 



until escrow closed on the purchase of the land. AHer thai. the only giiarantee was from the 

maker of the promissory note, Geneva Office Investors Ll.C, essentially no guaranty at all. 

D. 

21. 

Blake convinces the Claimants to invest in the Vernon Hills Project. 

On January 30,2007, Blake sent Doug an c~nail informing him that Grace 

Communities was building condo projects in Elgin, Illinois and Vernon Hills, Illinois. Blake’s 

email stated that Grace Communities wanted to raise $1,000,000 (One Million Dollars) for 18 

months. Blake’s email promised that Grace Communities would pay 15% annual interest and 

that the investment was “personally guaranteed by the two owners of Grace Communities” 

(Zeleznak and Vento). 

22. On April 25,2007, Blake and Doug Pippert met in person to review the 

Claimants’ investment portfolio. Blake assured Doug thai the investments with Grace 

Communities were sound and generating the promised, g u m t e e d  income. At that point, the 

Claimants did not have additional investment funds. Houever, during the summer of 2007, 

Doug Pippert received severance compensation from his employer and sold some other 

investments, which generated additional cash. Blake con\ inced Claimants that $400,000 of 

these funds should also be invested in a Grace Communitics project. 

23. On October 1,2007, Blake emailed 1)oug Pippert and informed him that Grace 

Communities had “room” for a $400,000 investment. Blake’s email stated that the interest rate 

on the investment would be 15%, would generate “anothcr $60,000 a year in income” and once 

again would be fully guaranteed by Zeleznak and Vento. 

24. On October 17,2007, Blake wired $400,000 from the Kira Ann Pippert 

Revocable Trust account held at Ameritas to Grace Communities to serve iu payment for the 

Claimants’ investment in the Vernon Hills, Illinois Project As with the Romeoville and Geneva 
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projects, neither Zeleznak nor Vento l l l y  guaranteed the loan to the Vernon Hills Project, 

Instead, Zekznak and Vent0 only guaranteed the note until  escrow closed on the purchase of the 

land. Claimants did not receive a copy of the guarantee uiitil April 2008 when they met in 

person with Blake and asked to see the loan documents and guarantees. 

25. To summarize, Blake encouraged slnd conk inced Claimants to invest nearly all of 

their liquid assets in four Grace Communities’ Projects - I lurr Ridge, Romeoville, Geneva and 

Vernon Hills. Claimants’ total investment in the projects {vas $1,500,000. On information and 

belief, Blake played a critical role in obtaining funds for rhc Grace Communities projects and 

received compensation for this service, either in cash, equ:ty or more favorable investment terms. 

It is believed that Blake also has a significant invcstment in these projects and used Claimants’ 

hnds to keep other project lenders at bay and protect his own investments with Zelenak and 

Vento. 

26. On April 18,2008, Blake met with the Pipperts. Blake reiterated that the 

investments in Grace Communities were solid and perfonning well. At the same meeting, Blake 

finally provided Claimants copies of the promissory notes for each project. On information and 

belief, by then Grace Communities was simply operating :LS a Ponzi scheme, using new investor 

money to make interest payments to existing investors to Aeep investors at bay. These payments 

ensured that investors like Claimants would assume every:hing was going well and that their 

investments were safe. 

27. Based on the 18-month term of thc Romeoville Promissory Note, Claimants 

should have been returned their initial $700,000 investmolt on May 15,2008. However, Blake 

convinced Claimants that the $700,000 investmen1 in Romeoville should be extended or rolled 

over into another Grace Communities project known as thc Elgin Minois Project. 
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28. Claimants received what would be their last intercst payment on or 

2008. They still had no reason to suspect the projects werc in trouble and Blake 

assure Claimants that everything was fine. 

29. Based on Blake’s recommendation and assmnces, on May 19,2008, Doug 

Pippert told Blake that he would consider putting $200,000 in the Elgin Project 
C___C-- . ..* _...-- 

-rc 
$500,000 in the Romeoville Project. 

/ 
f-\ /--- 

30. Aroun4june 4, ~008-BlzWt5mailed Doug Pippert and told him that Grace 
\d 

Communities had suspended payments on all promissory notes. Blake stated that the suspension 

was temporary, that the interest would accrue and that all interest and original investments would 

be repaid. 

3 1. Blake knew or should have known that he :aced significant exposure to the 

Claimants for the Grace Communities investments and thc numerow misrepresentations he had 

made to induce Claimants to invest. To forestall any action by Claimants, Blake made numerous 

misrepresentations in an effort to lull Claimants into belicving their investments were still safe 

and would be repaid. For instance, on June 12,2008, Blake emailed Doug Pippert and other 

investors in Grace Communities telling them that Grace (’omunities just needed “breathing 

room” and that the Claimants and the other investors would be paid in fir11 with interest. Blake 

also wrote that “a prayer or two would help.” 

32. On June 13,2008, Blake falsely representcd to Doug Pippert that Romeoville was 

completely built and 25% sold. 

33. Despite Blake’s attempts to reassure the Cldimants, on June 16,2008, Doug 

Pippert told Blake that he wanted $1,000,000 of [heir invcstments returned from Grace 
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Communities. Doug Pippert stated that Claimants would leave $SOO,OOO in Romeoville, 

believing Blake’s assurances that their investment was sti:l safe and secure. 

34. Around July 9,2008, Blake called Doug Psppert and again assured him that the 

Claimants’ investments in Grace Communities were “100%0 secure.” Blake knew, or should 

have known, that his representation was false and misleading and that Claimants’ investments 

were completely unsecured and the Grace Communities’ ;:rejects were insolvent and operating 

as a Ponzi scheme. 

35. On August 13,2008, Blake emailed Doug Yippert about the Claimants 

investments in Grace Communities. Blake provided Doug with a status report on the 

Romeoville, Geneva, and Vernon Hills Projects. Blake sr&xl that Romeoville was 30?! sold and I 
j 

$ i  that the Geneva and Vernon Hills projects were both undcr construction, Blake also stated that 

the Claimants’ “money is not in jeopardy.’’ In thc same mai l  Blake hinted, albeit inadvertently, y”.” \t 
& *  

that Grace Communities was little more than a Pomi scheme, stating “Grace is actively trying to $ $9 5 
qw 5 w  $“ 

eyi  find replacement investors for your money.” 

I 
i 36. In late September 2008, Doug Pippert permally visited the lead project managers 

on the Romeoville, Geneva, and Vernon Hills projects. A: that time, Doug discovered that 

Blake’s representations about the status of the projects wcre false and misleading. For instance, 

Doug learned that Romeoville was only 3% sold Hnd that the Geneva and Vernon Hills projects 

were never under construction and had been shut down. 

37. On December 9,2008, Blake and Doug Pippert spoke on thc telephone. For the 

first time, Blake admitted that Claimants’ investments were not secure as he previously stated 

and that Claimants might lose their entire investment. 
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38. From December, 2008 through March, 2009, Blake attempted to persuade 

Claimants to convert their loans in the Romeoville, Gene\ a and Vernon Hills Projects to an 

equity position in the Burr Ridge Project. Blake, Zeleznak and Vento refuscd to provide any 

financial data regarding Bun Ridge or any of the other projects and wanted Claimants to release 

Zeleznak and Vento and their agents (apparently including Blake) of any personal liabilities. 

Blake’s actions in recommending Claimants convcrt their loans into equity investments and sign 

a release was a transparent attempt to avoid personal responsibility for his reckless advice and 

recommendations. During this time Claimants also Icarncd that Zeleznak and Vento had been 

named in a number of lawsuits in California, Illinois and Arizona alleging Ponzi and “pump and 

dump” schemes, 

39. On May 1,2009, Doug Pippert and his accountant traveled to Phoenix to meet 

with Blake and asked him to return Claimants’ money that he had invested with his cronies, 

Zeleznak and Vento. Blake refused to return the money, ?owever, he admitted that he had 

performed no due diligence on the projects prior to soliciting Claimants’ investments. Blake also 

admitted that he never reviewed the promissory notes or purported guarantces prior to soliciting 

Claimants’ investments and in the case of the Romeoville and Vcrnon Hills projects, had simply 

wired the mopey directly from the Kira Ann Pippcrt Revocable Trust account with no questions 

asked. Blake also disclosed for the first time that he had tin investment with Grace Communities 

in Hawaii that had not generated any income for five yearu. Esscntially, Blake admitted that he 

had no reasonable basis for recommending the Grace Conirnunities investments to Claimants. 

40. Blake is a financial advisor, registcred representative and a broker-dealer. Blake 

held himself out as an expert in his field and Olympus mu Ameritas knew and had a duty to 

know about his misconduct. Claimants sought a safe and secure investment that would shield 
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them from the volatility of the stock market. Instead, Blakc recommended Claimants invest 

nearly all of their liquid assets in a high-risk, unsecured P t m i  scheme. Blake neglected his 

professional responsibilities to Claimants in a self-serving scheme to protect his own investments 

in Grace Communities. 

COUNT ONE 

(AGAINST ALL RESPOh DENTS) 

Violation of state securities laws 

Minnesota law 

Minn. Stat. 6 80A.01 

41. The State of Minnesota prohibits fraud and deception in the sale of securities. 

Under Minn. Stat. 5 80A.01, respondents are liablc if they merely acted negligently, and it is not 

necessary to show “scienter,” (Le. bad motive or rcck1cssr:ess). In Minnesota mere negligence 

may constitute a violation of the securities laws. See & o n n v .  Interactive TechnoloPies. InL 

394 N.W.2d 498,503 (Minn. Ct. App. 1986). 

42. Respondents violated Minn. Stat. tj 80A.01 through their misconduct described 

herein by employing devices, schemes, and artifices to dctiaud, making untrue statements of 

material fact, and omitting to state material facts necessary to make thc statements made not 

misleading, and engaging in acts, practices and courses ot‘ business which operated as a fraud or 

deceit. 

Minn. Stat. 8 80A.03 

43. Respondents also violated Minn. Stat, 80A.03, another anti-fraud provision of 

Minnesota’s securities laws, which prohibits the use of my “manipulative, deceptive or other 

fraudulent device or contrivance.” 
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44. A person who violates the Minnesota securities laws is required by law, pursuant 

to Minn. Stat. 9 80A.23, to pay the reasonable attorney’s rkes of the person whose rights were 

violated. This statute is the basis for Claimants’ request !’or an award of their reasonable 

attorneys’ fees. 

45. As a direct and proximate result of Respocdents violations of Minn. Stat. $ 

80A.01 et. seq., and rules promulgated thereunder, Claimants have suffered damages in an 

amount in excess of $1,500,000 plus attorney’s fees for which Respondents are jointly and 

severally liable. 

Minn. Stat. 4 80A.68 

46. For actions occurring after August 1,2007. Minn. Stat. 9 80A.68 makes 

Respondents liable if they merely acted negligently, and i t  is not necessary to show “scienter,” 2 
(Le. bad motive or recklessness). In Minnesota, mere negligence may constitute a violation of 

the securities laws. 

(Minn. App. 1986), review denied (Minn. 1986). 

SoranPers v. Interactive Technologies. Inc., 394 N.W.2d 498, 503 

47. Respondents violated Minn. Stat. 9 80A.60 through their misconduct described 

herein by employing devices, schemes, and artifices Lo de I raud, making untrue statements of 

material fact, and omitting to state material facts necessary to make the statements made not 

misleading, and engaging in acts, practices and courses 01 business which operated as a fraud or 

deceit. 

Minn. Stat. 6 80A.69 

48. By their actions occurring after August 1,2007, Respondents also violated Minn. 

Stat. 0 8019.69, which prohibits the use of any L’manipulative, deceptive or other fraudulent 

device or contrivance’’ in the purchaqe or sale of securitic. 

13 

I 

ACCOOOO35 
FILE M451 



49. A person who violates the Minnesota secu:-ities laws i s  required by law, pursuant 

to Minn. Stat. Q 80A.23, to pay the reasonable attorney's lues of the pcrson whose rights were 

violated. This statute is the basis for Claimants' rcquest Ibr an award of their reasonable 

attorneys' fees. 

50. As a direct and proximate result of respondents violations of Minn. Stat. 9 80A.68 

et. seq., and rules promulgated thereunder, Claimants haw suffercd damages plus attorney's fees 

for which Respondents are jointly and severally liable. 

Arizona Law 

A.RS.8 44-1991 

51. Arizona law also makes it unlawful for a person, in connection with a transaction 

or transactions within or from Arizona involving an offer to sell or buy securities, or a sale or 

purchase of securities to directly or indirectly employ any device, scheme or artifice to detiaud; 

to make any untrue statement of material fact or omit to slate any matcrial fact necessary in order 

to make the statements made in light of the circumstance?, under which they were made, not 

misleading; to engage in any transaction, practice or course of business that would operate as a 

fraud or deceit. 

52. Respondents violated Arizona law through their misconduct described herein by 

employing devices, schemes, and artifices to defraud, making untrue statements of material fact, 

and omitting to state material facts necessary to make the ztaternents made not misleading, and 

engaging in acts, practices and courses of business which operated as a fraud or deceit. 

53. Respondents are jointly and severally liablc to the Claimants for damages suffered 

by them in an amount in excess of $1,500,000. 

14 
ACC000036 

FILE #8451 



. *. ' , ' u ' 1  ' 

COUNT TWO 

(AGAINST ALL RESPOhDENTS) 

ResDondeat Superior 

54. Olympus and Ameritas are also liable to C:aimants as Wake's employer andor 

principal under the common law doctrine of respondeat superior. Under this doctrine an 

employer/principal is liable for an employee's or agent's acts cornmittcd within the scope of 

employment or agency. 

55.  Blake was an employee and agent of Olympus and Ameritas and they authorized, 

ratified, induced, endorsed, andor approved the acts complained of herein. Accordingly, 

Olympus and Ameritas are liable for Blake's misconduct. 

COUNT 'I'HREE: 

(AGAINST ALL RESPONDENTS) 

Nedigent SuDervisivn 

56. Olympus and Ameritas had a non-delegable duty to supervise Blake, their agent 

and employee, to ensure Blake conducted himself in an ethical and proper manner with respect to 

Claimants' investments and to ensure that Claimants' invzstments were being handled properly 

and in accordance with their wishes. 

57. Olympus and Ameritas breached their non-delegable duty of due care to supervise 

their agents, employees and registered representatives by failing to adcquately supervise Blake 

with respect to Claimants' investments. 

58. As a direct and proximate result the negligence of Olympus and Ameritas in 

failing to cany out their nondelegable duty to properly and adequately supcrvise Blake, 

Claimants suffered damages in an amount in exccss of' $1.500,000. 
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COUNT FOUR 

(AGAINST ALL HESPOSDENTS) 

Breach of Fiduciarv Dutv - Common Law 

59. A fiduciary duty exists whenever one person has placed his or her trust and 

confidence in another person. A breach of fiduciary duty occurs when a fiduciary abuses the 

trust or superior influence to the damage of the other. Tn :his case, Olympus, Ameritas, and 

Blake owed fiduciary duties to Claimants because they hcld themselves out as experts and skilled 

in matters of financial investments and portfolio management, by reason oftheir influence over 

Claimants’ investments, and by reason of their representaiions to the Claimants, that they were 

experienced professionals working for Claimants’ best in: crests. In short, Kespondents owed a 

fiduciary duty to Claimants because Claimants trusted them to obey the law, abide by their 

promises and representations and at all times act in their hcst interests. 

60. Respondents by and through their improper, wrongful and unlawful conduct, 

breached their fiduciary duty to Claimants. As a direct and proximate result of Respondents’ 

breaches of their fiduciary duty and otherwise improper, \vrongful and unlawful conduct, 

Claimants have suffered damages in an amount in excess of $1,5OO,OOO. 

COUNT FIVE 

(AGAINST ALL RESPONDENTS) 

Breach of Fiduciarv Duty - Minn. Stat. S 45.026 

61. Respondents represented themselves orally and in writing as financial planners 

within the meaning of Minn. Stat. Q 45.026. This statute defmes “financial planner” broadly, and 

expressly makes such persons liable for breaches of fiduciary duty. That statute reads, in 

pertinent part: 
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(b) 
cards, signs, circulars, letterheads, or in other manner, indicates 
that the person is a “financial planner,” “financial counselor,” 
“financial advisor,” “investment counselor. ” “investment advisor,” 
“financial consultant,” or other similar deslgnation, title, or 
combination is considered to be representing that the person is 
engaged in the business of financial planning. 

“Financial planner” means a persori who on advertisement, 

Subd. 2. Fiduciary dnty. Persons who rcpresenl that they are 
financial planners have a fiduciary duty to persons for whom 
services are performed for compensation. 1 n an action for breach 
of fiduciary duty, a person may recover aciual damages resulting 
from the breach, together with costs and di.;bursements.” 

62. Respondents performed services for cornpcnsation for Claimants. 

63. Respondents held themseIves out as financial advisors including describing 

themselves as providing “financial strategy”, “financial advisors”, and “providing financial 

services.” 

64. Respondents owed Claimants a statutory fiduciary duty to always act in 

Claimants’ interest because they held themselves out as 1i:iancial advisors, 

65. As described herein, Respondents breachcii the statutory fiduciary duty they owed 

to Claimants. 

66. Claimants were damaged as a result of Respondents’ breach of their statutory 

fiduciary duty. 

67. As a direct and proximate result of Respondents’ brcach of their statutory 

fiduciary duty, Claimants sustained damages in an amount in excess o f  $1,500,000. 
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COUNT SIX 

(AGAINST ALL RESPONDENTS) 

Neplieence 

68. Respondents owed Claimants a duty to act In a reasonable and prudent manner in 

handling their investments. The failure to act as a reasonable and prudent person would act 

under the same or similar circumstances is negligence. 

69. Respondents, by their conduct, breached their duties of due care to Claimants in 

that they failed to act as reasonable and prudent persons would have acted in the same or similar 

circumstances. 

70. As a direct and proximate result of Resp0r;Jents' breaches of their non-delegable 

duty of due care, Claimants have suffered damages in an iimomt in excess of $1,500,000. 

COUNT SEVElV 

(AGAINST ALL RESPONDENTS) 

Common Law Fraud 

71. Respondents made material misrepresentations and omitted material facts as more 

fully set forth above. 

72. 

defraud Claimants. 

73. 

Respondents made such misrepresentations and omissions with the intent to 

Respondents knew such representations wcre false or made them in reckless 

disregard for their truth or falsity, or made them in circumstances undcr which Claimants were 

justified in relying on them. 

74. Claimants reasonably, actually and justifiably relicd upon Respondents' 

misrepresentations and acted without knowledge of their missions. 
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75. AS a direct and proximate result of the misrepresentations and omissions of 

Respondents and other improper, wrongful and unlawfUl conduct, Claimants have suffered 

damages in an amount in excess of $I ,500,000, 

COUNT EIGHT 

(AGAINST ALL RESPONDENTS) 

Violation of FINRA Rule 2010 

76. FMRA Rule 2010 provides: “A member, i n  the conduct of his business, shall 

observe high standards of commercial honor and just and cquitable principles of trade.” 

77. 

78. 

Respondents’ conduct as described above ~iolated FINIU Rule 2010. 

Claimants were damaged as a result of Respondents’ violations of F W  Rule 

2010. 

79. Respondents are jointly and severally liablc to Claimants for damages suffered by 

them in an amount in excess of 9 1,500,000, 

COUNT NINE 

(AGAINST ALL RESPONDENTS) 

Punitive IIrmaPes 

80. Respondents’ actions demonstrated a delihcrate disregard for the right of 

Claimants to have their investments handled in accurdanw with their wishes by their financial 

advisors. 

8 1. In encouraging, recommending and allowing Claimants to invest in the Grace 

Communities projects, Respondents knew or intentionally disregarded facts that created a high 

probability that Claimants would be injured. 

82. By representing to Claimants that their in! cstments with Grace Communities 
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were backed by personal guarantees, Respondents deliberawly proceeded with indifference to the 

high probability that Claimants would be injured. 

83. This arbitration panel should now punish Rt-spondenls f i r  their misconduct and 

deter future wrongdoing by awarding Claimants punitive damages in excess of $1,500,000. 

REQUESTED RELIkF 

WHEREFORE, Claimants respectfully request the arbitration panel issue an award in 

their favor and against Michael J. Blake, Olympus Financid Advisors, Inc., and Ameritas 

Investment Corp., jointly and severally, as follows: 

1. Awarding compensatory damages in the amount ol'$1,500,000. 

3. Awarding punitive damages in an amount in excess of $1,500,000 to punish 

Respondents and to deter future abuses. 

4. Awarding Claimants their reasonable attomcys' fees. 

5. Awarding pre and post judgment interest on all damages awarded. 

6. Awarding Claimants their costs, disbursemcnts and expenses incurred in pursuing 

this arbitration, including expert witness fees. 

8, Awarding such other relief, as the arbitrators deem just and equitable. 

FKUTN, JAM [SON & ELSASS, PLLC 

Dated: August 5 2009 
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FINANCIAL INDUSTRY REGULATORY AUTHORITY 

MATTER OF ARBITRATION 

1 
) 

1 

) 
) 

Claimants, ) 
) 
1 
) 
1 
1 
1 

FINANCIAL ADVISORS, INC., 1 
) 
) 

Respondents. ) 

In the Matter of Arbitration Between 

DOUGLAS J. PIPPERT, IURA A. 
PIPPERT, AND KIRA A. PIPPERT, 
TRUSTEE OF THE IURA ANN PIPPERT 
REVOCABLE TRUST, 

) 

FINRA Dispute 
Arb. NO. 09-04700 

V. 

MICHAEL BLAKE, OLYMPUS 

AMERJTAS INVESTMENT COW., 

MICHAEL BLAKE AND 
OLYMPUS FINANCIAL ADVISORS, MC.’S RESPONSE TO 

CLAIMANTS’ STATEMENT OF CLAIM 

RIESPONSE 

Respondents Michael Blake and Olympw Financial Advisors, Inc., for fheir 

Response to the specific claims of Dough J. PipPett, Kira A. Pippert and Kira A. 

Pippert, as Trustee of the Kirs Ann Pippert Revocable Trust (the “Pipperts” or 

‘‘ClaimantS’’) in response to Claimants’ Statement of Claim, admit, deny and affirmative 

allege as follows: 

1. Respondents deny the allegations contained in Claimants’ Statement of 

Claim Paragraph 1 in the context of and as set forth therein. 
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2. Respondents deny the allegations contained in Claimants’ Statement of 
‘ ( 8 .  

Claim Paragraph 2 in the context of and as set fortpl therein. 

PARTIES AND JURISDICTION 

3. Respondents admit the allegations set fortb in the first and third sentences 

of Claimants’ Statement of Claim Paragraph 3 only in the context of and as set forth 

therein, and only as to the Pipperts being “individual investors” and Kira A. Pippert being 

the Trustee of her Revocable Trust generally and Claimants being clients of Blake and 

customers of Olympus and Ameritas, generally. Respondents lack sufficient knowledge 

to form a belief as to the truth or falsity of the allegations set forth in second sentence of 

Paragraph 3 of the Statement of Claim and therefore deny the same. 
’ 

4. Respondents admit to certain of the allegations set forth in Claimants’ 

Statement of Claim Paragraph 4 only in the context of and as sk forth therein, and only 

as to being “a” financial advisor of Claimants and Respondent Blake being a registered 

representative and his being licensed to sell securities in Minnesota. Respondents deny 

the remaining allegations of Statement of Claim Paragmph 4. 

5. Respondents admit to the allegations set forth in the first three sentences 

of Claimants’ statement of Claim Paragraph 5 only in the context of and as set forth 

therein, and further affirmatively assert, in response to the fourth sentence of Paragraph 5, 

that Blake is a principal and officer of Olympw. 

6. Respondents admit to the allegations set forth in the in the first three 

sentences of Claimants’ Statement of Claim Paragraph 6. Respondents lack sufficient 

knowledge to form a belief as to the truth or fafsity ofthe remaining allegations set forth 

in Statement of Claim Paragraph 6, except to admit that Claimants Doug and Kira Pippert 

I 



A .  

1 
c 

opened an account through Blake with Carillon Investments, Inc., in 2004 and that the 

Pipperts’ accounts originally opened with Blake are now with Respondent Ameritas 

Investment Corp. (“AIC”). 

7. Upon infomation and belief, Respondents deny the allegations set forth in 

Claimants’ Statement of Claim Paragraph 7. . . .  

BACKGROUND 

8. Respondents lack sufficient knowledge to form a belief as to the truth or 

falsity of the allegations set forth in Claimants’ Statement of Claim Paragraph 8, and 

therefore deny the same, except to admit only that most of the Pipperts’ assets and 

investments held in AIC accounts were held in an account opened by Blake for Mrs. 

Pipperts’ Revocable Trust and that the Pipperts had and still have certah accounts with 

Respondents and with AIC. 

9. Respondents deny the allegations set forth in Claimants’ Statement of 

Claim Paragraph 9. 

10. Respondents deny the allegations set forth in Claimants’ Statement of 

). ... I Claim Paragraph 10. 

11. In response to Claimants’ Statement of Claim Paragraph 1 1, Respondents 

admit only that Blake is a member and manager of Longest Drive, LLC, and deny the 

remaining allegations set forth therein. 

12. Respondents admit the allegations set forth in Claimants’ Statement of 

Claim Paragraph 12, except to deny specifically that Blake represented that any of the 

Grace Communities offerings were “nearly risk free.” Indeed, Respondents affirmatively 

assert, upon information and belief, that Respondent Blake and Grace Communi ties, both 
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verbally and in writing, clearly disclosed and explained to Claimants the Risk Analysis of 

the Grace Communities offerings as “highly speculative real estate” investments 

“intended only for sophisticated real estate investors” “who can afford to lose their entire 

investment,” and further, that ‘‘[slorne of the risk factors include no assurance of 

profitability, a downturn in the commercial real estate market, inability to secure 

acquisition or construction financing, unforeseen competition and the need for additional 

capital.” Claimants were fiuther advised to “consult legal, accounting and financial 

planning advice prior to investing.*’ 

13. Respondents deny the allegations set forth in Claimants‘ Statement of 

Claim Paragraph 13. 

14, Respondents deny the allegations set forth in Claimants’ Statement of 

Claim Paragraph 14 through 20 in the context of and as set forth therein. 

15, Upon information and belief, Respondents deny the allegations contained 

in Claimants’ Statement of Claim Paragraph 2 1 83 set forth therein. 

16. Respondents deny the allegations set forth in the first three sentences and 

fifth sentence of Claimants’ Statement of Claim Paragraph 22 in the context of and as set 

forth therein. Respondents lack sufficient knowledge or information to form a belief as 

to the trust of falsity of the allegations set forth in the forth sentence of Paragraph 22, and 

therefore deny the same. 
. .  

I .  

17. In response to the allegations set forth in Claimants’ Statement of Claim 

Paragraph 23, Respondents assert that the Mr. Blake’s October 1,2007 e-mail speaks for 

itself and deny the dlegations as otherwise characterized therein. Respondents further 

affirmatively allege that this e-mail was sent to Mr. Pippert in follow-up to a specific and 

- 4 -  
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1 

unsolicited request made by Mr. Pippert for information concerning additional 

investment opportunities available to the Pipperts directly with Grace Communities. 

18. In response to the allegations set forth in Claimants’ Statement of Claim 

Paragraph 24, Respondents deny the allegations set forth in the last sentence therein, and 

admit the remahhg allegations, but only in the ConteXI of and as set forth therein. 

19. Respondents deny the allegations set forth in Claimants’ Statement of 

Claim Paragraphs 25 and 26. 

20. Respondents lack sufficient knowledge to form a belief as to the truth or 

falsity of the allegations set forth in the first sentence of Claimants’ Statement of Claim 

Paragraph 27, and therefore deny the same. Respondents deny the remaining allegations 

of Paragraph 27 in the context of and as set forh th&eh. 

21. Respondents admit the allegation set forth in the first sentence of 

Claimants’ Statement of Claim Paragraph 28, but)i;ick sufficient knowledge to fonn a 

belief as to the truth or falsity of the remainder of the allegations set forth in Paragraph 

28, and therefore deny the same. 

22. Respondents deny the allegations set forth in Claimants’ Statement of 

Claim Paragraphs 29. 

23. In response to Claimants’ Statement of Claim Paragraph 30, Respondents 

affirmatively assert that the e-mail referenced therein speaks for itself and therefbre deny 

the allegations set forth therein as characterized other. Respondents M e r  affirmatively 

assert that Mr. Blake contacted Mr. Pippert at or about this time due to the untimely death 

of Scott Coles, principal of Mortgage, Ltd. 

- 5 -  
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24. Respondents deny the allegations set forth in Claimants' Statement of 

Claim Paragraph 3 1 in the context of and set forth therein. Respondents further 

affirmatively assert that the e-mail referenced therein speaks for itself, and therefore deny 

the allegations to the extent they attempt to characterhe the same. 

25. Respondents deny the allegations in Claimants' Statement of Claim 

Paragraph 32 through 34 in the context of and as set forth therein. 

26. In response to Claimants' Statement of Claim Paragraph 35, Respondents 

affirmatively assert that the subject e-mail speaks for itself and therefore deny the 

allegations to the extent they attempt to characterize the same. 

27. Respondents lack sufficient knowledge to form a belief as to the tmtb or 

falsity of the allegations set forth in Claimants' Statement of Claim Paragraph 36, and 

therefore deny the same. 

28. In response to Claimants' Statement of Claim Paragraph 37, Respondents 

admit only that Respondent Blake and Mr. Pipperf , p i y  have spoken on or about that 

date; however, Respondents deny the remaining allegations set forth therein. 

29. Respondents deny the allegations set forth in Claimants' Statement of 

Claim Paragraph 38 as they pertain't0 him. Respandents finther lack sufficient 

knowledge as to these allegations as they pertain to Zelznak and Vento, and therefore 

deny the same. 

30. Respondents deny the allegations set forth in Claimants' Statement of 

Claim Paragraph 39. 

3 1. In response to Claimants' Statement of Claim Paragraph 40, Respondents 

admit only that R&ondent Blake is a financial advisor and registered representative, and 
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Mer af!finnatively assert, upon information and belief that he filly complied with 

FINRA Rules of Conduct concerning Longest Drive, LLC, and Grace Communities. 

Respondents deny the remaining allegations set forth in Paragraph 40. 

COUNT ONE 

(AGAINST ALL RESPONDENTS) 

Violation of state securities laws, - Minnesota law 

32. Respondents can neither admit nor deny the allegations set forth in 

Claimants’ Statement of Claim Paragraph 41, as it calls for a legal condusion. 

33. Respondents deny the allegations set forth in Claimants’ Statement of 

Claim Paragraph 42 and 43. 

34. Respondents can neither admit nor deny the allegations set forth in 

Claimants’ Statement of Claim Paragraph 44, as it calls for a legal conclusion. 

35. Respondents deny the allegations set forth in Claimants’ Statement of 

Claim Paragraph 45. 

36. Respondents can neither admit nor deny the allegations set forth in 

chhants’ Statement of Claim Paragraph 46, astit calls for a legal conclusion. 

37. Respondents deny the allegations set forth in Claimants’ Statement of 

Claim Paragraph 47 and 48. 

38- Respondents can neither admit nor deny the allegations set forth in 

Claimants’ Statement of Claim Paragraph 49, as it calls for a legal conclusion. 

39. Respondents deny the allegations set forth in Claimants’ Statement of 

Claim Paragraph 50. 



Violation of state securities laws -Arizona law 

40. Respondents can neither admit nor deny the allegations set forth in 

Claimants’ Statement of Claim Paragraph 51, as itcalls for a legal conclusion. 

41. Respondents deny the allegations set forth in Claimants’ Statement of 

Claim Paragraph 52 and 53, 

COUNT TWO 

(AGAINST ALL RESPONDENTS) 

Respondeat Superior 

42. Respondents deny the allegations set forth in Claimants’ Statement of 

Claim Paragraph 54 and 55. 

COUNT THREE 

(AGAINST ALL RESPONDENTS) . .  

Nedipent Supervision 
. .  ., . 

43. Respondents deny the allegations set forth in Claimants’ Statement of 

Claim Paragraph 56,57, and 58. 

c o w  FOUR 

(AGAINST ALL RESPONDENTS) 

Breach of 1Fidudarv.Dutv - Common Law 

44. Respondents can neither admit nor deny the allegations set forth in the 

first two sentence of Claimants’ Statement of Claim Paragraph 59, as they call for legal 

conclusions. Respondents deny the remaining allegations set forth in Claimants’ 

Statement of Claim Paragraph 59, well as the allegations set forth in Paragraph 60. 
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FILE W 5 1  

- 8 -  
89883.0003 BN4819718v1 



COUNT mvE 

(AGAINST ALL RESPONDENTS) 

Breach of Fiduciaw Duly - Minn. Stat. Section 45.026 

45. Respondents can neither admit nor deny the allegations set forth in 

Claimants’ Statement of Claim Paragraph 61, as they call for legal conclusions. 

46. Respondents deny the allegatiolrs set forth in Claimants’ Statement of 

Claim Paragraph 62 through 67. 

COUNT S E  

(AGAINST ALL RESPONDENTS) 

Nedvence 

47. Respondents deny the allegations set forth in Claimants’ Statement of 

Claim Paragraph 68,69 and 70. 

COUNT SEVEN 

(AGAINST ALL T\ESPONDENTS) 

Common Law Fraud 

48. Respondents deny the allegatiod :et forth in Claimants’ Statement of 

Claim Paragraph 71 through 75. 

COUNT EIGHT 

(AGAINST ALL RESPONDENTS) 

Violation of FINRA Rule 2010 

49. Respondents can neither admit nor deny the allegation set forth in 

Claimants’ Statement of Claim Paragraph 76, as it calls for a legal conclusion. 
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50. Respondents deny the allegations set forth in Claimants’ Statement of 

Claim Paragraph 77,78 and 79. 

COUNT NINE 

(AGAINST ALL RESPONDENTS) 

Punitive Dsmaees 

51. Respondents deny the allegations set forth in Claimants’ Statement of 

Claim Paragaph 80 throu& 83. 

52. Respondents deny each and every allegation not specifically admitted to 

herein. 

RESPONDENT BLAKJPS AND OLYMPUS’ DENIAL OF LIABILITY 
FOR CLAIMANTS’ CAUSES OF ACTION 

1. Respondents reserve the right to rebut each and every legal argument at 

the appropriate time. Respondents deny that they engaged in any conduct in violation of 

any federal or state securities laws, any rules promulgated thereunder, or any other 

principles of common law. 

2. Respondents deny that they were negligent or reckless or otherwise 

breached any duty of care owed or allegedly owed to Claimants. 

3. Respondents deny owing any fiduciary duty to Claimants. 

4. Respondents deny that they made any misrepresentations or omissions of 

material fact, made assurance of performance, or engaged in any type of fraud or deceit 

in violation of any federal or state securities laws, or any other statutory or common law. 

Respondents deny that they made any unsuitable recommendations in light of Claimants’ 

financial status, needs, and expressad investment goals and objectives, sophistication, and 

risk tolerance. Respondents deny that their conduct was negligent or in breach of any 
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alleged contract (if one existed) or alleged contractual obligations entered into between 

Claimants and Respondents Blake, Olympus or AIC. Claimants fail to allege any breach 

of contractual obligations on the part of the Respondents. 

5. Respondents deny that they received any compensation in connection with 

Claimants’ investments which are the subject of their Statement of Claim. 

6. Respondents deny all claims for alleged compensatory or punitive 

damages, interest, attorneys’ fees, costs and expenses. 

AFFIRMATIVE DEFENSES 

Respondents further assert, in the alternative, the following affirmative defenses: 

A. Claimants fail to state a claim or cause of action upon relief can be granted 

as against these Respondents. 

€3. Statutes of limitations and/or eligibility pursuant to applicable Minnesota, 

Arizona, federal securities laws, FINRA Rules of Arbitration Procedure, and/or 

appljcable common law. 

C. Claimants suffered no actual or statutory damages by reason of any act of 

Respondents. 

D. 

E. 

Claimants have failed and continue to fail to mitigate their damages. 

Respondents are not liable to Claimants in any amount because, at all 

times relevant to this matter, Respondents acted properly in dealing with Claimants and 

their accounts and the purchase of the Longest Drive and several Grace Communities 

membership interests which are the subject of this action. Respondents are not liable to 

Claimants, in whole or in part, because they did not control the Claimants’ purchases that 

are the subject of their Statement of Claim. 
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F. 

G. 

Claimants failed to exercise their own due diligence. 

Claimants’ did not reasonably rely on the alleged statements or omissions 

of the Respondents. 

H. The Statement of Claim, and each Count set forth therein, fail to state facts 

sufficient to allege the existence of or the breach of any legal duty or obligation, if any, 

owed by Respondents to Claimants. 

I. Respondents had no fiduciary duty to Claimants as to some or all of 

Claimants’ claims. 

J. Respondents did not make any of the investment decisions with regard to 

Claimants’ investment purchases, and the losses, if any, which they may have suffered 

were proximately caused by the acts or omissions of Claimants or third parties other than 

these Respondents andor or by the superseding intervention of causes outside these 

Respondents’ control; 

K. The alleged transactions recommended to and made for or on behalf of 

Claimants, if any, were suitable for than and in accordance with their stated goals and 

objectives, risk tolerance and financial condition; 

L. All risks inherent in the subject investment purchases and strategies at 

issue were known to Claimants, and any damages or injuries sustained by Claimants, if 

there are any, are the consequence of a known risk voluntarily and knowingly undertaken 

by Claimants, and Claimants are barred fiom recovery thereof. Moreover, any alleged 

losses incurred by Claimants were the direct result of adverse conditions and cannot be 

attributed to Respondents; 

i 
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M. Claimants directed, authorized, consmted to, ratified, accepted, 

acquiesced in, and confirmed in all respects the strategies employed and the transactions 

executed in their accounts. As a result, their claims are batred by the equitable doctrines 

of estoppel, laches, ratification, acceptance and waiver. 

N. Upon information and belief, at all times relevant to this action, 

Respondents acted properly and performed and complied with all of their duties and 

responsibilities. 

0. Claimants are not entitled to an award of attorneys’ fees, punitive 

damages, interest or the costs of these proceedings. 

P. Any claims by Claimants for punitive or exemplary damages violates the 

Fourteenth Amendment, the excessive fines clause of the Eighth Amendment., the due 

process clause and the contracts clause of the United States Constitution, and further 

violates the Minnesota and Arizona constitutions. 

Q, Any and all affirmative defenses as have been or may be raised by 

Respondent AIC’s as is applicable. 

DATED: November 20,2009 BUCHALTER NEMER / 

36 No. Scottsdale koad, Suite 440 Y mttsdale, Arizona 85254 
Phone: 480.383.1861 
Ftk 480.383.1619 
E-mail: Ihaacke@buchalter . corn 
Attorneys for Respondents Blake and 

Olympus Financial Advisors, Inc. 
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CERTIFICATE OF SERVICE 

I hereby certify on the 20th day of November, 2009, I mailed the original and three 
(3) copies of the above and foregoing via United States First Class Regular Mail, prepaid, 
addressed as follows: 

Patrick Walsb 
Case Administrator 

FINRA 
Midwest Regional office 

55 West Monroe Street, Suite 2600 
Chicago, IL 60603-5104 

And that on the 201h day of November, 2009, I mailed true and correct copies of the 
above and foregoing by sending said copies United States First Class Regular Mail, 
prepaid, addressed as follows: 

Adam A. Gillette 
Thomas E. Jamison 

Fruth, Jamison & Elsass PLLC 
39Q2 IDS CenteT 
80 S. 8" Street 

Minneapolis, MN 55402 
Attorneys for Claimants 

David M. Williams 
Law Department 

Ameritas Investment Corp. 
5900 0 Street 

P.O. Box 81 889 
Lincoln, NE 68501 

Attorneys for Ameritas Investment Corp. / 

Dated: November 20,2009 
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Barbara Martinson 

Mrs. Martinson made an accusation that Mr. Blake misrepresented a life insurance policy that he sold to 
her in 2007. Ameritas Investment Corp conducted a thorough investigation of this sale. Mr. Blake fully 
cooperated with Ameritas during their investigation. He submitted his notes, documents and proof of 
sale to Arneritas for their review. Ameritas Investment Corp determined that this sale was a proper sale 
and denied Mrs. Martinson's claim. Attached is Mr. Blake's letter to Ameritas Investment Corp 
summarizing this sale. 
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@ ~ Y M P U S  FINANCIAL ADVISORS 

January 7, 201 3 

Barbara Martinson Complaint 

Barbara Martinson and her husband Ed were investment clients of mine since February 
2007. When doing a lunch and review July 2007, she asked me to take a look at her 
Pacific Life Variable Life plan that funded her Irrevocable Life Insurance Trust (ILIT). 
She gave me her last statement and I asked her to request an inforce proposal and for 
a copy of her ILIT. I never received either one of these although I requested a 
number of times. A t  our next meeting, I presented to her what the status of her 
current policy based on the information she furnished. Her ILIT owned a $500.000 
death benefit, Option A death benefit, underwritten as Standard and her asset 
allocation was growth oriented. She also mentioned she wasn’t getting the service 
that I was giving them on the investment side. I explained that under Option A, her 
trust would only receive the death benefit and I explained Option A vs. Option B. She 
also said she was in better shape now and worked out. She then asked me if I could 
do better. I shopped her policy around as Preferred and with Option B. During 
underwriting she came out as Table C, Union Central was able to Table shave to 
Standard, so this was the same as Pacific Life, we were able to offer Option B death 
benefit, so she received more death benefit and we were able to reduce the annual 
payments $4200 a year. 

I 

I presented this new policy and she accepted and was appreciative, she could have 
called her Pacific Life agent, she signed the state replacement forms and her Pacific 
Life agent could have called her upon receipt of the replacement forms and maybe 
she did. 

After placement, she signed the delivery receipt and the illustration and for the last 5 
years she has paid the annual premium. 

Then in November 2012 she filed a complaint with Ameritas Investment Corp, where 
she alleges that I replaced her Pacific Life policy in order to generate commission. I 
have requested a copy of the compiaint from Ameritas and they have not received 
yet. I have sent all of my records on this case to Ameritas and twice they have called 
with a couple of questions. There has been no interview on this case. 
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Bottom Line, Mrs. Martinson received more coverage at the lower premium, even 
after the downturn in  the stock market in 2008, her Union Central inforce carries to 
age 100. 

Ameritas Investment Corporation compliance i s  conduction this investigation, not 
Union Central on the Life side. 

Finally, I have been selling Variable Life Insurance products for 22 years and have 
never before h-.d a complain. Also, I have no history of excessive replacements, my 
number of replacements over my career are extremely small. 
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Gary Chilcoat Complaint 

Gary Chilcoat filed a copycat complaint based on information taken from Mr, Blake's broker check 
profile. A copy of his complaint and our response is attached. This matter when right to mediation. 
During mediation it was unquestionably determined that Mr. Blake had no prior knowledge or 
involvement in Mr. Chilcoat's real estate investment. This matter was closed and settled for legal fees. 
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16435 NORTH SCOTTSDALE ROAD, SUITE 440 SCOTTSDALE, ARIZQNA 85254- 1754 
TELEPHONE (480) 383-1800 /FAX (480) 824-9400 

Direct Dial Number: (480) 383-1845 
Direct Facsimile Number: (480) 383-1602 

E-Mail Address: rhall@buchalter. corn 

November 1 2,20 12 

Via Fed& and E-mail 

Ms. Susan Byford 
FINRA 
4600 S. Syracuse St, Suite 1400 
Denver, CO 80237-2719 

Re: Examination # 20100217105 and 2012033121 1; 
Amentas Investment Corp./Michael Blake 
Response to Reauest for Information from Michael Blake 

Dear Ms. Byford: 

The following will constitute Mr. Blake’s response to your letter October 15,2012. 

1. Mr. Blake has no recollection of or information to support Mr. Chilcoat’s claim 
that Mr. Blake participated in Mr. Chilcoat’s purchase of a $430,000 promissory note issued by 
Ofice Condominiums of Elgin, LLC. This transaction did not come through Ameritas 
Investment Corp; Longest Drive, LLC; any other entity associated with Mr. Blake; or Mr. Blake 
personally. 

In preparation for mediation between Mr. Blake, Mr. Chilcoat, and Ameritas on 
November 20,2012, the parties agreed to engage in informal discovery. In response to informal 
discovery requests posed by Mr. Blake, Mr. Chilcoat provided documentation which he alleges 
supports his claim. Those documents, however, do not support that claim. 

It appears from the documentation that Mr. Chilcoat had a retirement account at Morgan 
Stanley. That account had a financial adviser listed, but the individual listed is not Michael 
Blake. 

It further appears from the documentation that $430,321.52 went into the Morgan Stanley 
account in January 2007. It is not entirely clear from the documents provided that those funds 
were a distribution from the estate of Mr. Chilcoat’s deceased father, but there is some tangential 
information to support that allegation. 
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Ms. Susan Byford 
November 12,20 12 
Page 2 

The documentation also shows that in March 2007, the Morgan Stanley account was 
liquidated and moved to the Entrust Group. Also in March 2007, there is a Buy Direction letter 
from Mr. Chilcoat to Entrust directing that $430,000 be lendpaid to Grace Communities/Ofice 
Condominiums of Elgin, LLC. There is also a promissory note from Ofice Condominiums of 
Elgin, LLC back to Entrust, as well as a guaranty, in favor of Entrust, of the promissory note by 
Donald Zelznak and Jonathan Vento. 

Notably, Mr. Blake’s name, address, or any other information regarding him, Olympus 
Financial Advisors, or Longest Drive does not appear on any of that documentation. 

2. Mr. Blake did not participate in Mr. Chilcoat’s transactions with Grace 
Communities/Ofice Condominiums of Elgin, LLC. Accordingly, there was nothing to disclose 
to FINRA. 

3. Mr. Blake was not involved with Office Condominiums of Elgin, LLC. There 
was therefore nothing to disclose to Ameritas. Indeed, Mr. Blake was not even aware of this 
project until May 2008, more than a year after Mr. Chilcoat invested in it. 

4. Since Mr. Blake did not participate in Office Condominiums of Elgin, LLC, he 
never sought approval from Ameritas for such participation. 

5 .  Neither Mr. Blake nor any entities associated with him participated in any manner 
in the purchase of promissory notes issued by Office Condominiums of Elgin, LLC. 

6.  To the best of Mr. Blake’s knowledge, and his review of his records, he has 
already disclosed to FINRA any and all real estate projects that he participated in through 
Longest Drive, LLC. 

7. To the best of Mr. Blake’s knowledge, and his review of records, he has identified 
any and all ownership interests in or referrals made during the last seven years. 

8. Mr. Blake has been unable to locate a letter dated June 1,2010, wherein he states 
that “he did not consider the investments in Bwr Ridge to be securities based on advice of 
counsel.” October 15,2012 letter to this officer from FINRA. And Mr. Blake has no 
recollection of making such a statement. Indeed, his position now is the same as his position on 
January 19,20 12, which is that he never attempted to determine if the Burr Ridge investments 
were securities because he had no reason to believe that they were. 

If FTNRA could please provide a copy of the June 1,20 10 letter being referenced, that 
might help Mr. Blake refresh his recollection and be able to assist him in answering items 8 
through 14. 

9. Please see response to no. 8, above. 
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Ms. Susan Byford 
November 12,2012 
Page 3 

10. Please see response no. 8, above. 

1 1. Please see response no. 8, above. 

12. Please see response no. 8, above. 

13. Please see response no. 8, above. 

14. Please see response no. 8, above. 

15. Attachedenclosed is the Subscription and Counterpart Signature Page for 
Membership Interests-Burr Ridge Office Investors, LLC (“Subscription Agreement”). That 
document was prepared by Grace Communities. Additionally, Mr. Blake submitted that 
document to his broker-deal at the time, Carillon Investments. Carillon raised no objection to that 
Subscription Agreement. 

Mr. Blake’s position is that had Carillon thought the Subscription Agreement constituted 
trade in securities, that itwould have alerted him to that fact. 

Moreover, the Subscription Agreement itself, in the second paragraph, states that Burr 
Ridge Office Investors, LLC, through its principals Donald Zelnak and Jonathan Vento, 
informed Mr. Blake of the following: “the Interests [in Burr Ridge] will not [sic] be registered 
pursuant to the Securities Act of 1933, as amended (the ‘Act’), or under Arizona or any other 
state’s securities laws based upon your [Burr Ridge’s] belief that the Interests are not ‘securities’ 
as defined under the Act, or even if so defined, the sale to me [Longest Drive] qualified for an 
exemption from the registration requirements of said federal and state securities laws.” 

Thus, based on the warranties of Burr Ridge Office Investors, LLC and its principals, Mr. 
Blake had no reason to believe that those investments constituted securities. Mr. Blake further 
believed that to be true because he was only selling interests in Burr Ridge to friends and family 
members, because all profits and losses were split proportionately, because Mr. Blake did not 
receive any favorable terms or compensation for assisting with the Burr Ridge transactions. 
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Ms. Susan Byford 
November 12,2012 
Page 4 

~ ~~ ~~ 

16. Please see enclosed verification of Mr. Blake. 

Sincerely, 

BUCHALTER NEMER 
A Professional Corporation 

BY 

Roger W. Hall 

RWH:jkg 
Enclosures 
cc: Mr. Michael Blake (via e-mail only, w/encZosures) 
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Financial Industry Regulatory Authority 

Via First Class and Facsimile (480) 824-9400 

CONFIDENTIAL 

October 15,201 2 

Mr. Roger W. Hall 
Buchalter Nemer 
16435 North Scottsdale, RD, Suite 440 
Scottsdale, AZ 85254 

RE: Examination # 20100217105 and 20120331211 
Ameritas Investment Corp. / Michael Blake 
Request for information from Michael Blake 

Dear Mr. Hall: 

This request is being sent pursuant to Procedural Rule 8210, requesting information and 
documentation from Mr. Blake. It is our understanding that you will represent Mr. Blake 
in connection with this matter. Please let us know if this is incorrect Please provide the 
following documents and information to me at 4600 S. Syracuse Street., Suite 1400, 
Denver, CO 80237-2719 no later than October 29.2012: 

1. 

2. 

3. 

Mr. Gary Chilcoat filed a statement of claim (SOC) alleging that on or about 
March 9, 2007, Mr. Blake participated in Mr. Chilcoat's purchase of a 
$430,000 promissory note issued by office Condominiums of Elgin, LLC. 
Please provide a written statement responding to Mr. Chilcoat's alegation. 
The statement should include but is not limited to, a detailed description of 
Mr. Blake's role in his purchase. 

A written response indicating why Mr. Blake's involvement with Mr. Chilcoat 
and Office Condominiums of Elgin, LLC was not previously disclosed to 
FINRA staff. 

A written response indicating whether Mr. Blake's involvement with Office 
Condominiums of Elgin, LLC was disclosed to Amerilas. If not, please 
explain. If Mr. Blake disclosed his involvement, provide the following 
information and documentation: 
a. Whom did Mr. Blake tell - by name, title, address and phone number; 
b. When did each discbssion take place, or if by writing, what wadwere the 

date(s) of the written communication(s); 
c. Specifically, what Mr. Blake told each person with whom he discussed 

his involvement; 
d. A comprehensive description of each conversation regarding the 

disclosure, including what was said about the business opportunity; the 
extent of Mr. Blake's involvement; and any compensation he had 

Investor protection. Market integrity. 
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received, or were expected to receive; 
e. If any of Mr. Blake’s communication with Ameritas or anyone on its 

behalf, included written materials, including attachments, please produce 
such materials and attachments; and 

f. Notes and emails pertaining to any meetings and/or conversations. 
Include all relevant documentation for each part of this question. 

4. Did Ameritas or anyone on its behalf, grant Mr. Blake permission to 
participate in Condominiums of Elgin, LLC? If so, provide the following: 
a. If the approval was oral, please describe in detail, the date, nature and 

extent of such discussions, including the participants to such discussion 
and the extent of such approval: and, 

b. If the approval was in writing, please produce all documents concerning 
such approval. 

5. If Mr. Blake participated, in any manner, in the purchase of promissory 
note(s) issued by Office Condominiums of Elgin, LLC, by any individuals 
and/or businesses, identify such individuals and/or businesses.. For each 
identified individual or business provide: 
a. The name, address and telephone number for each individual or 

business that Mr. Blake participated in the offer and/or sale of any 
product to; 

b. Whether the investor or customer was a customer of Ameritas at the 
time of the transaction; 

c. A description of the product each customer purchased; 
d. All documents relating to the transaction(s); 
e. The date of the transaction(s); 
f. The amount of the transaction(s); 
g. A comprehensive description of Mr. Blake’s participation in the sale of 

the product(s) (eg. did he recommend the transaction, send in the 
purchase amount, provide updates); and 

h. The compensation Mr. Blake received, or expected to receive, as a . 
result of his involvement in the transaction(s). 

I 6. A written statement confirming that Mr. Blake has now identified any and all 
real estate projects he participated in through Longest Drive or otherwise, 
including but not limited to all Grace Communities investments. 

7.’ A written statement confirming that Mr. Blake has identified any and all 
businesses which he was affiliated, had an ownership interest in or made 
referrals to during the last seven years. 

ACC000067 
FILE #8451 



20100217105 and 20120331211 
October 15,201 2 
Page 3 

In a letter dated June 1,2010, provided to FINRA, Mr. Blake indicated that he did not 
consider the investments in Burr Ridge to be securities based on advice of counsel. 
Please provide the following documents and information relating to this statement. 

8. 

9. 

10. 

11. 

12. 

13. 

14. 

15. 

16. 

Provide all written materials provided to counsel and/or describe all 
statements made to counsel as a predicate for receiving legal advice on the 
issue of whether funds sent to the Longest Drive for investment in Grace 
Properties were considered securities, including but not limited to Burr Ridge. 

When did Mr. Blake receive such legal advice? 

From whom did Mr. Blake receive such legal advice? 

What was the substance of the legal advice (e.9. what advice did Mr. Blake 
receive)? 

What was the form of the advice (written or oral)? If it was written, please 
provide a copy of the written advice or opinions. 

Was anyone else was aware of the legal advice? If so, please advise who 
was aware of it and how they became aware. 

In the testimony Mr, Blake provided to FlNRA on January 19, 2012, he stated 
that he never considered or attempted to determine if the Burr Ridge 
investments were securities (p. 79-82). Please explain the discrepancy 
between Mr. Blake's earlier written response and the answer he gave during 
his investigative testimony. 

Any and all other data, documents and/or information Mr. Blake would want 
this office to review with respect to this matter. 

Please also provide a signed attestation from Mr. Blake indicating that 
the information and documentation sent in response to the staff's 
request has been verified and represents a full and accurate response 
to the staft's request. 

In responding to this request please note the following: 

Electronic communications must be produced in their entirety in their native, 
electronic format including attachments, Internet headers, andlor other metadata, on 
CD-ROM, DVD, or other electronic storage media. Facsimile reproductions such as 
TIFF, JPG, or other image files, PDF files, or productions that require proprietary 
software or viewers, including Concordance or Summation, are not acceptable. 

ACC000068 
FILE #8451 



f 
~ 10/15/2012 11: 02 FAX ~ 0 0 5 / 0 0 6  I I 

20100217105 and 20120331211 
October 15,201 2 
Page 4 

Please provide a separate file or series of files for each individual (custodian) andlor 
system produced and include an index clearly indicating the custodian, all email 
accounts or aliases used or potentially used by the custodian, and the system andor 
application from which the electronic communications are being produced. Do not 
produce paper copies unless there is no electronic source for the electronic 
communications. Retain all backups or archives of electronic communications for the 
Relevant Period, even after all responsive electronic communications have been 
produced. 

Under FINRA Rule 8210, Mr. Blake is obligated to respond to this request fully, 
promptly, and without qualification. Mr. Blake is also obligated to supplement or 
correct any response that Mr. Blake later learns to have been incomplete or 
inaccurate. If Mr. Blake withholds any responsive document or information he must 
specifically identify what he is withholding and state the basis for his doing so. Any 
failure on his part to satisfy these obligations could expose Mr. Blake to sanctions, 
including a permanent bar from the securities industry. 

As used in this request, the term 'document" means writings, drawings, graphs, 
charts, spreadsheets, photographs, microfilm, microfiche and any other data 
compilation or communication from which information can be obtained. 'Document" 
specifically includes, without limitation, communications memorialized or stored in 
any storage medium, including mechanical or electronic form such as email and 
voicem;ril messages. 'Document" also includes drafts and any non-identical copies. 
If any document responsive to this request consists of electronic data, please 
produce it on CD-ROM, DVD, or other electronic storage media in the native, 
electronic format as created and stored in the ordinary course of business. Facsimile 
reproductions such as TIFF, JPG, or other image files, PDF files, or productions that.: 
require proprietary software or viewers, including Concordance or Summation, are 
not acceptable unless that is how the records are kept in the ordinary course of 
business. See below for information concerning encryption requirements. If it is not 
feasible for Mr. Blake to do so, please call me to discuss alternative arrangements. 

If the person associated with a member firm is providing the information in response 
to this request electronically on a portable media device (PMD), including but not 
limited to, hard drives, CD-ROMs, DVDs or other disddiskettes, the PMD (or the 
files stored on the PMD) must be encryptedas required by Rule 8210(g) (see, 
Regulatory Notice 10-59). The access password must be provided in a stmarate 
communication to Susan Byford. 

As a matter of policy, FINRA conducts its investigations on a non-public basis. 
Nonetheless FlNRA may sometimes provide access to its Investigative files to other 
regulatory and law enforcement authorities, and, if subpoenaed, to litigants in civil 
actions. In addition, pursuant to FINRA's Code of Procedure, FINRA is required to 

ACC000069 
FILE #8451 



I '  b *  .. 

10/15/2012 11:02 FAX @ O O S / O O S  

20100217105and20120331211 
October 15,2012 
Page 5 

produce documents and transcripts to respondents during discovery. We will not ( 7 )  
entertain requests for confidential treatment of any information or documents 
provided in response to this request; (2) give notice of any subpoena or access 
request we receive that encompasses any such information or documents; or (3) 
undertake to return documents when this investigation is completed. 

Since this is a preliminaly inquiry, it does not require reporting under Form U4, Question 
14G, regarding notice of investigations. 

This inquiry should not be construed as an indication that FINRA or its staff has 
determined that any violations of federal securities laws or FINRA, NASD, NYSE, or 
MSRB,rules have occurred. Please call me at 303-446-3121, if you have any questions. 

Cc: Ms. Sara Jane Andres, Ameritas Investment Corp. 
(Via facsimile (402) 3254212 and first class mail) 
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Pam Pont has filed a claim in Superior Court of the State of Arizona for $50,000. 
There is no validity to her claim. Currently, my attorney, Michael Salcido is filing a 
motion to dismiss based on the facts or the case. I have attached Ms. Pont's claim 
and my responses to each claim. I fully expect this calling to be dismissed. 

Received 

JuL 1.6 2013 
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WILLIAM A. MILLER, PLLC 
AZ Bar No. 012622 
8 170 North 86 Place, Suite 208 
Scottsdale, Arizona 85258 

Attorney for Pamela Pont 

IN THE SUPERIOR COURT OF THE STATE OF ARIZONA 

IN AND FOR THE COUNTY OF MARICOPA 

PAMELA PONT, a single woman, 

Plaintiff, 

vs . 
MICHAEL BLAKE and JANE DOE 
BLAKE, husband and wife; AMERITAS 
INVESTMENT COW., a Nebraska 
corporation; LONGEST DRIVE, L.L.C., an 
Arizona limited liability company; ABC 
ENTITIES 1 - 10; DOES 1 - 10, 

Defendants. 

THE STATE OF ARIZONA TO THE DEFENDANT: 

No. 

SUMMONS 

Michael Blake 
9900 North 52"d Street 
Paradise Valley, AZ 85253 

YOU ARE HEREBY SUMMONED and required to appear and defend, within the time applicable, 
in this action in this Court. If served within Arizona, you shall appear and defend within 20 days after the 
service of the Summons and Complaint upon you, exclusive of the day of service. If served out of the 
State of Arizona - whether by direct service, by registered or certified mail, or by publication - you shall 
appear and defend within 30 days after the service of the Summons and Complaint upon you is complete, 
exclusive of the day of service. Where process is served upon the Arizona Director of Insurance as an 
insurer's attorney to receive service of legal process against it in this state, the insurer shall not be 
required to appear, answer or plead until expiration of 40 days after date of such service upon the 
Director. Service by registered or certified mail without the State of Arizona is complete 30 days after the 
date of filing the receipt and affidavit of service with the Court. Service by publication is complete 30 days 
after the date of first publication. Direct service is complete when made. Service upon the Ariiona Motor 
Vehicle Superintendent is complete 30 days after filing the Affidavit of Compliance and retum receipt or 
Officer's Return. R.C.P. 4; A.R.S. 9920-222,28-502,28403. 

YOU ARE HEREBY NOTIFIED that in case of your failure to appear and defend within the time 
applicable, judgment by default may be rendered against you for the relief demanded in the Complaint. 

Requests for reasonable accommodation for persons with disabilities must be made to the 
ACCOOOO72 
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division assigned to the case by parties at least three judicial days in aL.'ance of a scheduled 
court proceeding. 

YOU ARE CAUTIONED that in order to appear and defend, you must file an Answer or proper 
response in writing with the Clerk of this Court, accompanied by the necessary filing fee, within the time 
required, and you are required to serve a copy of any Answer or response upon the plaintiffs attorney. 
R.C.P. 10(d); A.R.S. Q12-511; R.C.P. 5. 

The name and address of Plaintiffs attorney is: 

William A. Miller, PLLC 
8170 North 8Sn Place, Suite 208 
Scottsdale, AZ 85258 

SIGNED AND SEALED this date: 
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WILLIAM A. MILLER, PLLC 
AZ Bar No. 011622 
8170 North 86* Place, Suite 208 
Scottsdale, Arizona 8525 8 

www.williamam~llerpl1c.com 

Attorney for Pamela Pont 

IN THE SUPERIOR COURT OF THE STATE OF ARIZONA 
IN AND FOR THE COUNTY OF MARICOPA 

PAMELA PONT, a single woman, 

Plaintiff, 

vs. 

MICHAEL BLAKE and JANE DOE 
BLAKE, husband and wife; AMERITAS 
INVESTMENT COW., a Nebraska 
corporation; LONGEST DRIVE, L.L.C., an 
Anzona limited liability company; ABC 
ENTITIES 1 - 10; DOES 1 - 10, 

Defendants. 

CERTIFICATE OF COMPULSORY 
ARBITRATION 

The undersigned certifies that this case is NOT subject to compulsory 

arbitration because the largest award sought by the Plaintiff, including punitive 

damages, but excluding interest, attorneys’ fees and costs DOES exceed the limits set 

by Local Rule for Compulsory Arbitration. Ariz.RCiv.Proc. 72(b)( 1). 

013. 

W L L W  A. Miller, PLLC 

BY 
Attorney f i r  Plai&rPameIa Pont 

i 
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WILLIAM A. MILLER, PLLC 
AZ Bar No. Old622 
8170 North 86 Place, Suite 208 
Swttsdale, Arizona 85258 

Attorney for Pamela Pont 

IN THE SUPERIOR COURT OF THE STATE OF ARIZONA 

IN AND FOR THE COUNTY OF MARICOPA 

PAMELA PONT, a single woman, 

Plaintiff, 

vs. 

MICHAEL BLAKE and JANICE BLAKE, 
husband and wife; AMERITAS 
INVESTMENT COW,, a Nebraska 
corporation; LONGEST DRIVE, L.L.C., an 
h z o n a  limited liability corn an 
OLYMPUS FINANCIAL A 8 d O R S  
LLC; ABC ENTlTIES 1 - 10; DOES 1 - io, 

Defendants. 
For her Complaint against Defendants, Plaintiff Pamela Pont, alleges as follows: 

Parties, Jurisdiction, and Venue 

1. Plaintiff Pamela Pont (%&. Pont”) is a single woman and is a resident of 

Maricopa County, Arizona. 

2. Defendants Michael Blake (“Blake”) and Janice Blake are husband and 

wife and are residents of Maricopa County, Arizona. The acts and conduct of Michael 

Blake as described herein were undertaken for and on behalf of the marit?l community 

comprised of Michael Blake and Janice Blake such that the community is liable for 

Michael Blake’s acts. Michael Blake is the manager of Defendant Longest Drive, L.L.C. 
(“Longest Drive”) and Olympus Financial Advisors, LLC (“Olympus”). 
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3. Defendant Ameritas Investment Cop. ("herbs") is a Nebraska 

corporation, authorized to do, and doing business in Maricopa County, Arizona. 

Ameritas is liable for all of the acts herein alleged against Blake, Olympus and/or 
Longest Drive, through theories of vicarious liability and/or agency. 

4. Defendant Longest Drive is an Arizona limited liability company, 

authorized to do, and doing business in Maricopa County, Arizona. Defendant Olympus 

is an Arizona limited liability company, authorized to do, and doing business in Maricopa 

County, Arizona. 

5. Defendants have caused acts andor occurrences to take place in Maricopa 

County, Arizona which form the basis €or this lawsuit. 

6 .  

7. 

Jurisdiction and venue are proper in this Court. 

The true names and capacities, whether individual, corporate, associate, or 

otherwise, of the defendants sued herein as ABC Entities 1 through 10 and Does 1 

through 10 are unknown to Ms. Pont who therefore sues such defendants by such 

fictitious names. Ms. Pont will amend this Complaint to show such true names and 

capacities when he has ascertained the same. Ms. Pont is informed and believes, and 

therefore alleges, that each defendant designated as ABC Entities or Doe is in some 

manner or means of degree responsible for the damages suffered by her in this 

Complaint. 

General Allwations 

8. 

9. 

Ms. Pont is a single woman with three dependent children. 

Ms. Pont was divorced in or around 2000 and as the result of the divorce 

she had a modest amount of money that she wished to invest. 

10. Since Ms. Pont had a longstanding personal relationship with Defendant 

Blake (their children attended the same school), she approached Blake to become her 

- 2 -  
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finaacial advisor. 

11. In or around 2003, Blake opened an investment firin called O l p p w  

Financial Advisors (“Olympus”) located in Scottsdale, Arizona and Ms. Pont employed 

Blake to assist her with her finances and investments. 

12. Ms. Pont invested her nest egg with Olympus which is licensed through 

Ameritas and Pacific Life Insurance Company. 

13. Ms. Pont has maintained an account with h e r i t a s  and an Individual 

Retirement Account through Pacific which h d s  are administered by Blake and Olympus 

since approximately 2000. 

14. For instance, on or about 2008, Mr. Blake and AmeritaS, churned an IRA 

fkom John Hancock to Pacific Life at a cost of $3,693.42. This was done Without proper 

and adequate disclosure to Ms. Pont. 

15. Sometime in 2007, Blake suggested that Ms. Pont invest $50,000 in a 

Grace Communities Project located in Romeoville, Illinois. 

16. Blake claimed that Grace Communities was constructing a medical office 

plaza in Romeoville (the “Romeoville Project”) and that if Ms. Pont invested in the 

Project she would see a return on her investment of $30,000 to $50,000 in two years. This 
was false and made with the intent to induce Ms. Pont into investing in this project. 

17. Blake claimed that Grace Communities was s successfbl l m l  developer 

who had built several commercial projects in the Phoenix metropolitan area. 

18. Blake showed Ms. Pont promotional materials that were designed to 

convince Ms. Pont that Grace Communities had completed (or were about to complete) 

major developments in the Phoenix metropolitan area. 

19. Grace Communities’ advertisements and promotional materials were 

cleverly designed to fool investors into believing that major development projects were 

either completed or close to being completed. 
ACC000077 
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20. ~n fact, none of these development projects had ever broken ground and 

Blake knew or should have laown that the projects were not even Past the conCqtUa1 

design phase at the time that he recommended that Ms. Pont invest in the Romeoville 

Project. 

21. At the time Blake recommended the Romeoville Project, Ms. Pont 

communicated to Blake that she needed a secure investment for her money and that she 

could not afford to lose her investment. 

22, Blake knew (from years of advising her financially) that Ms. Pont was a 

stay-at-home mother who needed her investment funds to live on. 

23. Blake knew that Ms. Pont had no investment experience or investment 

knowledge and that Ms. Pont trusted him to put her into a secure investment knowing her 

situation. 

24. On the basis of Blake’s recommendations, Ms. Pont invested $50,000 in the 

Romeoville Project in approximately 2007. 

25. Blake initially communicated regularly with Ms. Pont about her investment 

in the Romeoville Project and indicated that everything was going well with the project. 

26. Blake indicated that he would visit the site of the Romeoville Project 

occasionally and reported back to investors through update letters. Yet he never did this 

until late 2009. 

27. ARer more than two years had elapsed since Ms. Pont invested in the 
Romeoville Project she began questioning why she had seen no return on her investment. 

Blake never indicated that there was any problem with the Romeoville 
Project nor did he indicate that her investment was at risk in any of his reports to Ms. 

Pont and other investors. 

28. 

29. In approximately early 2013, Ms. Pont called M. Blake to find out what 
was going on with her $50,000.00 investment. She learned that Grace Communities 
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(along with its principals Donald Zelemak and Jonathan Vento) had lost its developments 

in Phoenix to foreclosure and, upon information and belief, had moved to Chicago in 

order to improve the Romeoville Project which was a cash flow disaster. 

27. Blake failed to inform Ms. Pont that Grace Communities (along with its 

principals Donald Zelenak and Jonathan Vento) were the subject of multiple lawsuits by 

investors who were claiming they had been defrauded of their investments. Blake failed 

to inform Ms. Pont that the Grace Communities principals were all but out of business. 

28. As of the date of the filing of this Complaint, Ms. Pont has not received any 

return on her investment. Recently, without explanation nor disclosure, Blake closed his 

office and did not leave forwarding information. 

29. Ms. Pont has made demand for the return of her $50,000 investment in the 

Romeoville Project, but such demand has been denied. 

COUNT ONE 
Securities Fraud - ARS. 6 44-1991 et seq. 

3 1. All the foregoing allegations are repeated as if set forth again in full. 

32. The investment agreement described herein constitutes securities as 
defined by A.RS. 544- 1 80 1. 

1. h connection with the aforementioned sales and purchases of securities, 

Defendant Blake violated A.R.S. 8 44-1991 by, in connection with a transaction or 
transactions within or fiom this state involving an offer to sell or buy securities, and 

sales of securities, directly andor indirectly committing the following acts: (a) Blake 

employed a device, scheme and/or artifice to defiaud Ms. Pont by claiming that Grace 

Communities was a successful local developer and showing her promotional materials 

that were designed with the intent to deceive investors; @)Blake made untrue 

statements of material fact and omitted to state material facts necessary in order to 
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make the statements made, in the light of the circumstances under which they were 

made, not misleading by failing to alert Ms. Pont to the highly speculative nature of the 

Romeoville Project investment and assuring Ms. Pont that he had placed her in a secure 
investment; and (c) Blake engaged in transactions, practices and courses of business 

which operated and would operate as a fiaud or deceit by claiming on multiple separate 

occasions over the course of dealings between Ms. Pont and Blake that her investment 

was secure. 

2. Defendant Blake engaged in budulent conduct as described herein on 

multiple separate occasions and made hudulent statements both orally and in writing, 

and such statements include, but are not limited to claiming that Grace Communities 

was a successful local developer and showing Ms. Pont promotional materials that 

were designed with the intent to deceive investors; by failing to alert Ms. Pont to the 

highly speculative nature of the Romeoville Project investment and assuring Ms. Pont 

that he had placed her money in a secure investment; and, claiming on multiple 

separate occasions over the course of dealings between Ms. Pont and Blake that her 

investment was secure. 

3. As a further result of Defendant Blake’s breaches and defaults, Ms. Pont is 

entitled to reasonable attorney’s fees and costs incurred herein, as provided for under 

ARS. 86 12-341 and 12-341.01(A). In the event of a default by Defendants such 

reasonable attorney’s fees which may be awarded are at a minimum $1,500. 

4. Ameritas is liable for all of the acts herein alleged against Blake through 

theories of vicarious liability and/or agency. 

COUNT TWO 
Consumer Fraud: Violation of the Arizona Consumer Fraud Act 

5.  All the foregoing allegations are repeated as if set forth again in full. 
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6. The acts and practices of Defendants as alleged herein constitute Violations 

of the Arizona Consumer Fraud Act, A.RS.$ 44-1521 et seq. in that they constitute 

deceptive acts and practices, fraud, false pretenses, false promises, misrepresentations, 
concealment, suppression or omission of material fact in connection with the sale of 

merchandise, as that term is defmed under the Act and Arizona law. 

7. Defendants intended that others rely on their deception, deceptive acts and 
practices, frauds, false pretenses, false promises, misrepresentations and concealment, 

suppression and omission of material facts. 

8. Plaintiff did rely on Defendants’ deceptive acts and practices, h u h ,  false 

pretenses, false promises, misrepresentations and concealment, suppression and 

omission of material facts by investing in the Romeoville Project. 

9. Plaintiff has suffered damages in the form of her lost investment funds as a 

result of her reliance on Defendants’ deception, deceptive acts and practices, fraud, 

false pretenses, false promises, misrepresentations and concealment, suppression and 

omission of material fact in an amount to be proven at trial. 

10. Ameritas is liable for all of the acts herein alleged against Blake through 

theories of vicarious liability and/or agency. 

COUNTTHREE 
Common Law Fraud 

1 1. All the foregoing allegations are repeated as if set forth again in full. 

12. Defendant Blake made material false representations to Ms. Pont of a then- 

existing material fact that was sufficiently important to influence Ms. Pont’s actions. 

made fiaudulent statements both orally and in writing, and such statements include, but 

are not limited to claiming that Grace Communities was a successhl local developer 

and showing Ms. Pont promotional materials that were designed with the intent to 

deceive investors; by failing to alert Ms. Pont to the highly speculative nature of the 
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21. Ameritas is liable for all of the acts herein alleged against Blake through 

theories of vicarious liability andor agency. 

COUNT FOUR 
Negligent Misrepresentation 

22. All the foregoing allegations are repeated as if set forth again in hll. 

23. Defendant Blake negligently supplied information and/or failed to supply 

information to Ms. Pont which was intended to guide her in her business decision to 

invest in the Romeoville Project. The information Defendant Blake provided to Ms. 
Pont was either false or incorrect information, or omitted or failed to disclose material 

information. Defendant Blake failed to exercise care and competence in obtaining and 

communicating information to Ms. Pont. 

24. Defendant Blake supplied the information in the course of his business 

and/or professional dealings with Ms. Pont, for the guidance of Ms. Pont in her 

business transaction and intended that Ms. Pont rely on the information. 

25. Ms. Pont relied on the truth of the misleading representations and/or 

omissions made by Defendant Blake by deciding to invest in the Romeoville Project 

and her reliance was reasonable and justified under the circumstances. The information 

was supplied in a transaction in which the information was intended to influence Ms. 

Pont’s conduct. 

26. As a result of Defendant Blake’s negligent misrepresentations, Ms. Pont has 

been damaged and is entitled to the investment agreement. 

27. As a result of having negligently supplied information to Ms. Pont, 

Defendants are subject to liability for the consequential harm caused by her reliance 

upon the information supplied, in an amount to be proven at trial. 

28. Ms. Pont has been damaged in an amount to be proven at trial. 
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29. Ameritas is liable for all of the acts herein alleged against Blake through 

theories of vicarious liability and/or agency. 

COUNTFIVE 
Breach of Fiduciary Duty 

94. 

95. 

All the foregoing allegations are repeated as if set forth again in full. 

The relationship between Defendants Blake and Ameritas as Ms. Pont’s 

financialhnvestment advisor was fiduciary in nature and as such these Defendants owed 

Ms. Pont the fiduciary duty to deal with her in the utmost of good faith and to conduct 

their dealings with her with scrupulous honesty, skill, and diligence. 

96. Defendants Blake and her i tas  breached that fiduciary relationship by 

providing false information, failing to disclose other facts that were material to Ms. 
Pont’s decision to invest in the Romeoville Project, and failing to adequately investigate 

and convey to Ms. Pont that the Romeoville Project was an inappropriate investment for 

her, as is described more filly in the preceding paragraphs. 

97. As a direct and proximate result of Defendants’ breaches of fiduciary duty 

Ms. Pont has been damaged in an amount to be determined at trial. 

PRAYER 

WHEREFORE, Plaintiff Pamela Pont asks for judgment as follows: 

A. For damages €tom Defendants as determined at trial; 

B. Punitive Damages; 

C. For pre- and post-judgment interest from Defendants as provided by law; 

D. For rescission and rescissionary damages; 

E. For attorney’s fees and costs &om Defendants as determined at trial; and 

F. For any other relief the Court deems appropriate. 

Dated this 29’ day of May 20 13 - 
ACC000084 
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_ _ _ _ _  
Attorney for PlaintiXPamela Pont 
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Longest Drive LLC is a member owned LLC there was a $200,000 investment made 
into Romeoville Office condo. Pam Pont has $50,000, she would be responsible for 
25% of legal fees. Longest Drive LLC does not have any assets or liabilities and no 
checkbook. 

Jane Doe is Janice Blake; Pam has known Janice since 2000. 

Olympus Financial Advisors Inc. is a MN corporation; it is a brand and does not have 
assets or liabilities, and no checkbook. Company has no value; M N  attorney is Kevin 
Prohaska, Stoel Rives, LLP Minneapolis, MN 

Pg 1 #25, Michael Blake is a member of Longest Drive LLC our trust has $100,000 
invested in the Romeoville Office Condo. Michael J Blake and Janice L Blake Trust 

#4 Olympus Financial Advisors Inc. is a Minnesota Corporation 

#8 All three Pont children have graduated from college. She has had a live in 
boyfriend Dennis Dermeyer since 2003. He helps pay her bills. Her ex husband paid 
for the children’s college. Pam has worked full time for the last three years at  Desert 
Trails Elementary. 

#9 Ms. Pont became a client of Mr. Blake’s April 17,2003 and invested $672,215. On 
May 29,2013 Ms. Pont purchased a home for cash $303,201. When Ms. Pont sold 
this home in 2012, she reinvested $260,000 with Mr. Blake. 

This $672,215 is by no way an modest amount. Mr. Blake does not have any 
knowledge of how much Pont received in her divorce settlement initially. 

# l o  Ms. Pont knew Janice Blake from Cherokee Elementary School functions. Mr. 
Blake did not actually meet Ms. Pont until February 28,2003 at her home for their 
initial meeting. Ms. Pont approached Mrs. Blake regarding Mr. Blake’s financial 
advisory practice, because her previous financial advisor, Adam Weber, was 
churning her mutual funds through day trading of mutual funds through Vanguard. 

11. Olympus Financial Advisors, Inc. was started November 1,2002. Ms. Pont hired 
Mr. Blake on March 26,2003. 

12. Ms. Pont invested $672,215 through Mr. Blake and Carillion Investments. 

13. Ms. Pont has had investments with Carillon Investments (now Ameritas 
Investment Corp) since April 2003. 

14. Deny. Ms. Pont received a credit enhancement of $11,389.05 from Pacific Life, 
which is 3 times the amount of her surrender charge from John Hancock. A 
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surrender charge was disclosed and signed off by Ms. Pont , see attached documents 
from Pacific Life annuity sale. Pacific Life also offered superior retirement benefits. 

15. Ms. Pont at  a review meeting on 10/16/2006 asked Mr. Blake how the rich got 
rich, how does she have to invest to become rich. Mr. Blake explained that many 
rich individuals owned their own businesses or through in heritance. Ms. Pont 
laughed at that possibility. Ms. Pont wanted to be more aggressive with her 
investing and even asked about real estate. Her own home had increase in value 
substantially. Since she had the time and Dennis is a painter they could flip homes. 
Mr. Pont said she didn't want to do this because she didn't want to be in business 
with Dennis because he had income tax issues. Since they were living together, I 
referred her to attorney Steven Fox in order to protect her current assets. We set up 
a meeting for later that same day and Mr. Blake went to Ms. Pont's home and 
discussed with her the opportunity for her to invest in Romeoville Office condo's. 
He did stress that this was an outside business activity and had nothing to do with 
his work with now Ameritas Investment Corp. Mr. Blake gave her a copy of the 
Romeoville Office Condo offer memorandum and she signed the receipt. 
Ms. Pont wanted to invest $100,000 and Mr. Blake backed her down to $50,000. Ms. 
Pont took 3 days to review the materials and make her decision. She called and 
decided to invest. Ms. Pont signed the wire instruction on 10/19/2006 for $50,000. 
She also approved the trade to clear the $50,000. 

$50,000 was 13.9% of Ms. Pont's investable assets at the time not including a fully 
paid home. This is well within FINRA'S range of acceptance. On 10/16/2006, Ms. 
Pont had $212,442 in an Ameritas Brokerage account and $146,557 in and annuity. 

16. Deny. All Romeoville Office Condo material and proforma information was 
generated by Grace Communities. Ms. Pont was given the Romeoville Office Condo 
offer memorandum. 

17. Grace Communities in 2006 was considered a successful office condo developer. 

18. Deny, Ms. Pont was only shown the offering memorandum for Romeoville Office 
Condo's. 

19. All Romeoville Office Condo information was developed by Grace Communities. 

20. Romeoville had not broken ground a t  the time of Ms. Pont's investment as 
stated in offering memorandum. Construction commenced in February 2007, per 
Grace Communities letter to investors dated February 22,2007. 

21. See #15 Deny, Ms. Pont's brokerage account was invested in growth model 
leaning towards aggressive in 10/16/2006. The stock market was trending up in 
2006 as was real estate investing. 
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22. Ms. Pont paid cash for her last two homes and drives a late model Mercedes car. 
She received child support and college funds from her ex husband Jeff Pont She has 
a live in boyfriend Dennis Dermeyer. Mr. Dermeyer contributes to their household 
expenses. 

23. Deny 

24. Deny. Making any recommendations, Mr. Blake never has had discretion 
authority over Ms. Pont's accounts. Mr. Blake presented an opportunity based on 
Ms. Pont's request to invest in real estate. Ms. Pont made up her own mind to 
invest. 

25. Mr. Blake forwarded all communications from Grace Communities (all 
attached). 2009 communication says everything as not going well with this project. 
In the years 2008 and 2009 the entire world experienced a global real estate 
meltdown. Grace Communities was not immune to this real estate meltdown. 

26. Deny. Ms. Pont received updated letters from Grace Communities from 2007- 
2009. 

27. Deny. There was no such conversation. 

28. Prior to Mr. Blake closing his office February 28,2013, Ms. Pont had liquidated 
her account and the account of her father Les Weiss (deceased). She said she had 
bills to pay. During this time Ms. Pont also moved her annuity account to another 
brokerage firm without notifying Mr. Blake. Mr. Blake did not change his phone 
number. 

29. There has been no such demand other than the blackmail letter dated April 3, 
2013 from her attorney William A Miller Esq. 

Count one 
Deny all counts 

Count two 

1-10 Deny all counts 

Count Three 

11. Deny 
12. Deny 
13-29 Deny 
14.1 am also invested in Romeoville Office Condo's. 
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Count Four 
22-28 Deny 

Count Five 

#95 Mr. Blake made it clear that Longest Drive Llc was an outside business sctitivity 
and had no relationship to Amertias. 

96 Deny 
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June 20,2008 

Pacific Llf iurance Company 
Variable Ai,. _. es 
P.O. BOX 2290 
Omaha, NE 68103-2290 pAC1FlC LIFE Telephone (800) 722-2333 

Annuitant Name: PAMELA P ONT 
JoinVContingent Annuitant Name: 
Owner Name: PAMELA PONT 
JoinUContingent Owner Name: 
Your Contract Number: 55001 354 
Our Contract Number: VR08032888 

To Whom it May Concern: 

The client referenced above has requested that your company liquidate and transfer the funds indicated on 
the attached Transfer of asset form from hisher IRA to Pacific Life Insurance Company. This letter 
acknowledges that we are prepared to accept these funds and place them into an IRA for the benefit of the 
individual named above. 

Please make your c heck DaVabk to: 
Pacific Life Insurance Company 
FBO: PAMELA PONT 
Contract Number: VR08032888 

Mail to: 
Pacific Life Insurance Company 
P.O. Box 2290 
Omaha, NE 68103-2290 

Q- 
Pacific Life Insurance Company 
1299 Farnam Street, 10th Floor, AMF 
Omaha, NE 68102 

Should you have any questions, please contact this office at the number included on this letter or the enclosed 
Transfer of Asset form. Thank you for your prompt attention to this matter. 

Sincerely, 

Lorene Gordon 
Vice President, Operations 
Annuities & Mutual Funds Division 

Endosum 
PA -1' f y P L  15DAY ORlGX LPA LO1 SPECPG 4038 W9 CORPRES ORIGSIG APPCOPY 

DlST FORM SURR FORM DTH CRT RIO FORM ELECT FORM CORRS POA(c0pY) OTHER 

OM EXPRESS - FED EX # 

cc: MICHAEL J BLAKE 

( , a  1 ,  i- - 
I C 3 -3 i ?' 

AMERITAS INVESTMENT CORP 
5040 E SHEA BLVO STE 162 

[,( 

SCOTTSDALE, Ai! 85254-4686 ACC000090 
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Your Registered Represent at ive : 
MICHAEL J BLAKE 
MERITAS INVESTMENT CORP 
5040 E SHEA BLM STE 162 
SCOTTSDALE AZ 85254-4686 

PAGE 01 OF 03 

PreDared For: 

- 
Your Contract Information 

Contract Y: VR080328BB Plan Type: 1 RA 
Owner : PAMELA PONT Issued To Owner: 06/25/08 
Annuitant : PMELA PONT Portfolio Optimization: MODEL D-14 

PACIFIC V A L V E  EDGE I 

I Transaction Summary As Of: 06 / 25/ 08 
Date Activity Type Account Transaction Number Unit Value / 

Amount Of Untts Interest Rate 
I_ 

08/25/08 INITIAL PAYMENT LARGE-CAP GROWTH 2,647.28  290.2990 9.808025 

EMERGING MARKETS 5,694.53 823.3420 9.135481 

SMALL-CAP QROVTH 2.847.26 290.6609 9.796 152 

DIVERSIFIED RESEARCH 2 I 847.26 298.0938 9.551558 

INTERNATIONAL LARGE-CAP 11,389.05 1,216.2628 9.38397 1 

MAIN STREET CORE 5.694.53 58s. 7650 8 .  eSC15592 

COMSTOCU 6,541.79 945.1407 9,037509 

GROWTH L f  4,270.90 444.0397 9.61 8285 

FOCUSED 30 1,423. 83 180.8895 9,434920 

MID-CAP EQUITY 14.238 - 3  2 1,409.1054 9.592009 

1,394.8133 9.185946 INTERNATIONAL VALUE 1 2 , s  12.68 
MID-CAP GROWTH 2,847 .28 300.2676 9.482407 

EQUITY INDEX 5,694.53 60S.9661 9.397440 
8.947262 REAL ESTATE 2.847.26 318.2270 

INF L AT I ON MANAGED 11,389.05 1, t46.3080 9.935412 

590.368 1 9.645892 
9.298338 LARGE-CAP VALUE 8,541.79 916.8362 

SHORT DURATION BOND 2,847.2B 288.4529 9.9397 16 

MANAGED aom 5,894.53 

1 Cbntract Owners - 800-722-4448, Registered Representatives - - 6uu- 
rrlf vou have any auestions contact your Registered Representative. Visit us at www.PacificLife.com or call : 

^^  ̂  -722-2333. 

http://www.PacificLife.com


PAGE 02 OF 03 

I Date - 

Contract t: VR08032888 
Owner : PAUELA PONT 
Annuitant: PAMELA WT 

LONG/SHORT LARGE-CAP 

TOTAL 
06/25/08 CR ENHANCE LARGE-CAP GROWTH 

SMALL-CAP GROWTH 1 

r 1 I 
I Transaction Summary As Of: 06/25/08 

Activlty Type Account 

SMALL-CAP VALUE 

AMERICAN GROWTH 

AMERICAN GROWTH-INCOME 

SMALL-CAP EQUITY 

INTERNATIONAL SMALL -CAP 

DIVERSIFIED BOND 

Transaction 
Amount 

1,423.63 
5.694.53 
7,11a.w 

4,270.89 

4,270.90 

2 ,847 1 28 

4,270.90 
142.363.18 

227.78 

227.78 

455.66 

227.78 

911.12 

455.58 
683.34 
341.67 

113.09 
1.138.91 
1 I 025 .01 

227.78 
455.56 
227.78 
Q11.12 

455.58 

803.34 

Number 
Of Units 

144,7375 
584.3344 
753.7394 
42 1 ,9867 

444,5803 
292.6624 

449. seoa 

23.2238 

23.2520 

49.867 1 
23,8474 

97.3006 

47. la09 
75.6115 

35.5230 
12.0711 

118.73b3 
111.5846 
24.0213 
48.4770 
25.4581 
91.7043 

47.2284 

73.4908 

Unit Value 
Interest Rate 

9,035946 
9.745327 
9,443795 

10.120D36 

9,606587 
9.72082 1 

9.500169 

9,808025 

Q ,796152 

9.135482 

9.55 1558 

9.38397 1 

9.655592 
9.037509 
9.618205 
B .434920 
9.592009 
9.105946 
9.402407 
9.397440 
8.947262 
9.935412 

9 .e45892 

9.298338 
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Contract I :  VR080328BB - 
Owner : PAMELA POWT - 
Annuitant: PAMELA PONT 

Transaction Summary As Of: 06/25/08 I 
I Date Activity Type Account Transaction 

Amount 
Number 
Of Units 

_I_ 

SHORT DURATION BONO 

SMALL-CAP VALUE 

AMERICAN GROWTH 

AMERICAN QROWTH-INCOME 

SMALL-CAP EQUITY 

INTERNATIONAL SMALL-CAP 

D I V E R S I F I E D  BOND 

LONO/SHORT LARGE-CAP 

TOTAL 

227.78 

113.89 

455.56 

569.46 

341.67 

341.67 

227.78 

341.71 

11.389.05 

22.9161 

11 .57SO 

48.7465 

60.2089 

33.7587 

35.5663 

23.4129 

39. 9688 

Unit Value 
Interest Rate 

9.9397 16 

9.835946 

9.745327 

B ,443798 

10.120936 

9.606567 

9.72882 1 

9.500169 

I 

08/25/08 CURRENT CONTRACT VALUE 
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Pacific Llfe Insurance Company 
Variable Annuities 
P.O. Box 2378 Omaha. NE 68103-2378 PACIFIC LIFE 

ANNUITY CONTRACT DELIVERY RECEIPT 

Contract #: VR08032888 
Contract Issue Date: 06-25-2008 
Owner: PAMELA PONT 
Joint Owner: 
Annuitant: PAMELA PONT 

Joint Annuitant: 

I acknowledge that I have received the contract listed above on this day, M .  mo day yr 

Signed: 

Condact Owner's Signature 

/"uvl.if /k _ -  . 
R gistered Re resentative's Signature 

Joint Owner's Signature 

Once completed, please sign and return the original to the Home Office at: 
Pacific Life 81 Annuity Company 
Variable Annuities 
P.O. Box 2378 
Omaha, NE 681 03-2378 



- 
. l L .  

: Li fe  - Printable https://www.annuit ies.pacificlife.codapps/contractmanagetnent/hml/. . . 

{w' PACIFIC LIFE 
LA=-.?- - . 

Pacific Value Edge Standard Death Ben 
Contract Number VR08032888 
Owner PAMELA PONT 
Annuitant PAMELA PONT 
Plan Type IRA 
Portfolio Optimization Model Dl4 

Issue Date 06/25/2008 
Rep of Record 

Total Premiums Paid $142,363.16 
Surrender Value $142,220.79 
YTD Number of Trades 0 

MICHAEL 3 BLAKE 

Print Paqe 

Contract Value on 06/25/2008 $153,752.21 

Account values are updated at the close of each business day. Your account 
value as of (6/25/2008) is being displayed. 

Investment 
Options Manager 

Small-Cap Growth Alger 
International Value AllianceBernstein 
Long/Short 
Large-Cap 
International 
Small-Cap 
Equity Index 
Diversified 
Research 
American 
Growth-Income 
American Growth 
Large-Cap Value 
Short Duratlon 
Bond 
Diversified Bond 
Growth LT 
Focused 30 
Mid-Cap Equity 
Large-Cap Growth 
International 
Large-Cap 
Small-Cap Value 
Main Street Core 
Emerging Markets 

Analytic/JPMorgan 

Battery ma n h  

8lackRock 

Capital Guardian 

Capital Research 

Capital Research 
ClearBridge 

Goldman Sachs 

JPMorgan 
Janus 
Janus 
Lazard 
Loomis Sayles 

MFS 

NO 
Oppen heimer 
Oppenheirner 

I I  Managed Bond PIMCO 
Inflatlon Managed PIMCO 
Comstock Van Kampen 
Mid-Cap Growth Van Kampen 
Real Estate Van Kampen 
Small-Cap Equity Vaughan Nelson 

Units Unit Values Balance 

313.9029 
1,506.3979 

485.5292 

480.1466 

654.4431 

32 1.94 12 

814.0383 

631.0809 
992.1268 

309.3690 

316.0753 
479.5627 
162.9606 

1,602.9207 
313.5228 

1,313.5634 

156.3165 
636.9459 
673.2091 
637.5865 

1,238.0131 
1,020.7602 

324.2889 
343.6851 
455.7454 

9.796152 
9.185946 

9.500 169 

9.606567 

9.397440 

9.551 558 

9.443795 

9.745327 
9.298338 

9.939716 

9.728821 
9.618285 
9.434920 
9.592009 
9.808025 

9.363971 

9.835946 
9.655592 
9.135482 
9.645892 
9.935412 
9.037509 
9.482407 
8.947262 

10.120936 

3,075.04 
13,837.69 

4,612.61 

4,612.56 

6,150.09 

3,075.04 

7,687.61 

6,150.09 
9,225.13 

3,075.04 

3,075.04 
4,612.57 
1,537.52 

15,375.23 
3,075.04 

12,300.17 

1,537.52 
6,150.09 
6,150.09 
6,150.09 

12,300.17 
9,225.13 
3,075.04 
3,075.04 
4,612.57 
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8 Check Dept: 
i-1 Brokerage r3 Individual Account I Tenants in Common' L I Trust' 
Po Direct Business LJ Traditional IRA' L Community Property' Ll UGMAAJTMA 

(Mutual Fund) 3 Roth IRA' - 403(b)' C.) 529 Plan 
I , Vanable Life or Annuity 
I II Advisory S e m s  SEP IRA' % Other:' Variable Annuity 

Check One: 

iJ Simple IRA' c: 401(k)' 

i .  Other L3 Joint Account 'Adddional OOcumOIItS Required 

Name N!! Pamela Pont 

B Check One: 
W New 
0 Finanual Update 
D Re-registratron 
0 Change Rep or BID' 
0 Other:' 

ng Address 

Marital Spouse's 

using a P.0 

Number of 
Spouse's Dependents 

belav.) 

Bnlh Dab Country of CMzonrlUp 

I sociil SecurityKax ID w 
1 worku m a  

D Tvpe ID N W r  

;late Exp. Dale 

ail M d m s s  

Lmgal Mdresi: (i! diflareni than mailing addmss listed above) 
Streel Addresp Sheet Address 

ci. ST, ZIP ci, ST ZIP 



H Initial Transaction to be Completed by the Representative 

Detcripmn 1035 exchange variable annuitv Source of Funds information for This Account (mark all that apply) 
- ~ " u Personal Check 

0 Check from 
M 1035 Exchange 
U Change of BrokerlDealer 
U Transfer In-Kind 

IS RR registered In the slate 01 customer's residence' , , . . D€ YES I .I NO n Money Market 

Funds from-. 
How long? - 

L-1 Securities liquidation 

Ll Fixed Insurance Policy 
I ~ I inheritance 
[11 Employment Retirement 

Accounts - Job Termination 
i I Required Distribution 
I I Distribution Not Required 

from previws broker/dealer 

Amount s 146,000.00 

I ]Other n Bank CD liquidation 

111. Required for Brokerage Accounts If not completed, default is hold and no sweep. 

Purchases H Sales Proceeds H Money Market Settlement Sweep 
I . I  Hold securities in the account I Hold proceeds 
! I Send me certificates 

I have selected the 
money market tund for automatic sweep settlement and hereby 
acknowledge that I have received and read the prospectus for this fund. 
If left blank, default is the Fidelity Prime Daily Money Fund (FOAXX) for 
National Financial and Federated Capitol Reserve (FCR) lor Pershing. 

in brokerage account 

upon trade settlement 
'Or purchases (if availab1e) proceeds me 

H Dividends and Interest NOTE: Selections below depend on your dearing house. Please read and mark carefully. 
P N P=Pershing N=NationalFinancial 

1.2 
I I 

NIA I I 

NIA : : 
N/A j 
N/A 1' ', Reinvest both mutual fund and stock dividends." 

Pay all in cash and hold in my account. 
Pay all in cash and send me a chedc: (Weekly option available only through National Financial.) 

Pay all in cash and send via EFT Io my bank account. 

Reinvest all mutual fund dividends; stock dividends will be paid in cash and held in account. 
Reinvest all stock dividends; mutual fund dividends will be paid in cash and held in account." 

[:I Weekly LT Monthly CI Semi-monthly II: Quarterly 

(NFS Brokerage Account Earnings Distribution Pian Form Required) 

** I NFS Equity Didend Reinvestmenl Form Requlmd lor stock divldend reinvestment. 

TV. Certifv Your Social Security or Tax ID Number 
Tax Certification: Under penalties of pedury, I certify that: 1. the number shown on this form IS my correct taxpayer identification number (Or I am 
waiting for a number to be issued to me). 2. I am not subject to backup withholdings because (a) I am exempt from backup withholding or (b) I have 
not been notified by the Internal Revenue Service (IRS) that I am subject to backup withholding as a result of a failure to report all interest or divi- 
dends. or (c) the IRS has notified me that I am no longer subject to backup withholding. 3. I am a U.S. person (Including a U.S. resident alien). 
Note: You must cross out (b) above if you are currently subject to backup withholding because of underreporting interest or dividends on your tax 
return. For Payers Exempt From Backup Withholding (if you are unsure, 8Sk us lor 8 comp/e/e set of IRS instructions). write the word 'Exempt" 
here:- 
the account tile MUST be used. 

__ . If this is a joint account, the Social Security number of the account owner who Is named FiRST in 

v. SignahlW Please review your information, read the Agreement, and sign hclow. - 
NoncE: W e  agree that this document contains a pre-dispute arbitration ciause, which appears in the disclosure bookkt at paragraphs 
13 and 14. By signing below, you are representing the accuracy of tho above information and receiving copies ol all required customer 
Information. 

~ _ _ _  - ---I - ~ - r(. ___- 
Joint Account Owner Signature- Date 

X 
Primary Account Owner/Custodlan Signature Date 
3v slgnirig above. 18dmwbdp lhal I have receiyed I) current copy 01 Ih proqmcius(er) 
as appliceblr, a eopy of lhis brm. and an AIC dibwre bwklel (which contains lhe P n -  
Dipule Arbittalion Agreement. Phmcy Notice. and various other disclosure documents). 

. , _  ....................... 
Date OsJ/principal Signature 

.....--.. 

By slgning above. I a- W I haw @vm the a b  denl(r) a Current cow 01 
the prorpectus(e6) as applicable. 

_. ~ 

Date 
.... .... 

076255 --- - .. - .- I-- Michael J. Blake 
Registered Representative Printed-Name Rep Number 

_ -  - "----_-_-__I__ - 

AIC 12 RW. 8-07 
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Variable Annuity Disclosure Form 

VADlS 

Pamela Pan( 
Tax ID/SSN # 

PssMc LUe lnrurane Co. 

AccOunl Owner@) 
-IC Life Value Fdae Amuitv 
Produd Name Issuer 

A. EXPENSES 
I understand that insurance benefits 01 a variable product may have a higher expense level than other investment alternatlves. These may include dally 
mOrMW C h W O S  and other monthly or Bnnual administrative fees. These have been taken into account while making an investment decision. 

Annual Asset-based expenses 

M I E  charges 1 5 0 %  

Other asset-based product charges 0 90 o/o 

Elected Rider Foundations 10 S% 
Elected Rider -- % 

Elected Rider - -Ob 

Elected Rider - % 

Admin. charges 025 % 

TOTAL -L/O 
'Underlying subaccount expenses will vary depending on the Investment option selecled. See the prorpactus and speak to your Registered 
Representath for details. 

6. SURRENDER CHARGEWPERIOD 
Annuity Surrender Charge Period (t of years) 9 
Variable Annuity Policy Time Horizon: I3 Short (0-4 years) 

Maximum Surrender Charge 

!J Intermediate ( 5 4  years) B Long (lot years) 

1 
C. INTENDED USE OF CONTRACT (Mark all that apply.) 

54 Income at Rettement fl Immediate Income r Tax Deferred Growth Other 
Z Death Benefit 1 . Growth and Immediate Income 

Existing Investments and Insurance (Please i n d i t e  % of net worth as captured on the AIC 12 form.) 

5o.00.% General Securities (Stocks. Bonds. CDs. Mutual Funds, UT'S) -% Cash or Equivalents 
-% Life Insurance (Cash Value) - % mer (Alternative Investments Le. Umited Partnershlps, REITs) 

- 50.00 % Annuities 

Elected Riden - I understand the impact of withdrawals or additional investments on elected riders, including IRS required minimum distributions 
if aPPkab)s. I Understand how such withdrawals impact the benefit base, regardless of surrender pena)ty. I understand any applicsMe annuitization 
OT PaYOUt requirements to activate the benefit features of elected riders. I have read the prospectus and understand the impact elected riders have 
on W subaccount selections 01 the contract. including any authority of the issuing company lo m o d i  those SeleCtiorW. 

Bonus Features - I understand lhat a "bonus credit" offered by the insurance company may result in higher fees and expenses, higher surrender charges. and 
longer surrender period than a non-bonus product. I have read the prospectus and understand the impact of bonus credits" lor this produd. 

duallfied Plan Purchase - I understand that the tax deferred accrual features of the variable annuity product provide no additional tax benefits with- 
in my tax-qualid account. I affirm that the variable annuity is being selected based on other benefits. 

Age 70 or Older - I understand that annuities are usually long term investments that may have surrender charges for withdrawals. and that this 
purchase meets my investment time horizon. 

High Concentration andlor Large Dollar Amwnt - I understand that there may be surrender charges to access the funds beq invested during 
the surrender period and that the value will fluctuate depending on the selected krvestrnent allocations. I also acknowledge that if this invt3Stment 
constitutes either greater than 25% of my annual income. greater than 25% of my net worth, or is greater than $lSO,OOO, I have Sufficient funds to 
meet my expected short term cash needs. 

WlthdrawalsAiquidatlons - I understand that an annuity is generally a long-term investment. If I make a partial withdrawal at any time, I understand 
withdrawal charges may apply if the withdrawal is more than the terms the contract will allow. i understand the original investment and its earnings 
will not be available lor withdrawal without a tax penally until after age 59 %,There may be exceptions to this through the IRS Code. If necessary, 
I will consult my tax advisor on this issue. 

AIC 638 Ed. 3-08 ACCOOOO98 
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VADIS 
Variable Annuity Disclosure Form - continued 

Is this VSrlrMe ennutty I result of a replrwment d an existlng variable Inrunnee product? .......................................................... l?g Yes - No 
(It the answer to the abaM question is yes, this section be completed in its entirety and will not be processed Wittrout complete information, If the 
answer is no, then continue to page 3.) 

Please note: A separate form must be fully completed tor each variable insurance p & y  if more than one variable insurance policy is being replaced. 
Vhis form, AIC 638, replaces the submission at a completed Acknowledgement of Investment Product Change Form, AIC 297, for 1035 Exchanges.) 

1. Did you work with the same representative when you purchased your existing policy? ........................................................................ I3 Yes - No 

2. Have you had any other variable annuity replacements in the past 36 months? .................................................................................. 0 Yes No 
If Yes: 

- 

Estimated number of conlract replacements. 

Estimated dollar Mount of the replaced policies $ 

I f  Yes. please explain in detaiJ why the replacements occurred 
I 

Existhg Pdky Intormatron 

Issuer and Product Name John Hancodc Issue Date 0411 712003 

$ 149.700.00 

1.6 o/. b a t h  Benefl Value $ 149,700.00 

Surrender Charge $3,700.00 Current Cash Value 

M8E Charges -. 

Please list any riders on the existing policy. 

Rlder Name Oescrlptlon cost 

Guaranteed income based o a a i d  in premiums -45 OA 
--____I_ 

GRlB 

Please Note: In m e  instances you can add comparable cmtmct features to your existlng contract, therefore awiding potential surrender 
charges and new mender  periods. You may also be forfeiting a guarantaed death benefit value that is non-transferable. You andlor your 
Registered Representative should contact the product sponsor d the e.xWng policy tor further information. 

Where was the information about the existing policy obtained? 
U Contract I J Contrad Statement LZQ Contacted the Insurance Company - Other 

What Is the reawn fw I h e  replacement? Please explain in detail below. 
Pn Enhanced Product Features 

kl Living Mnsfits (wain) Foundstions 10 provides 10% annual prwwih end 5% withdrawals for lifetime 

I math Benefits (explain) - 

3 Other (explain) -- 

ii Reduced Expenses (explain) 

,- I Avalable mnvestment options (explain) ____ 
1-1 Other (explain) 

AIC 638 Ed. 3-08 
Page 2 
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VADlS 
Variable Annuitv Disclosure Form - continued 

Is Ut18 vulrble annuity purchase a result of the liquidetlon of a securities product other than a 
varlabk Inrunnee product? ........................................................................................................................................................................ 0 Yes 0 NO 
(If the anwer lo the above question is yes, this sectiin myBt be completed in its entirety and will not be processed without complete information. If the 
answer is no, then complete the form with signatures and signature dates Mow. This form, AIC 638. replaces the submission of a completed 
Acknow(adgsmenl of Investment Product Change form, AIC 297. for Iquidations d securities products to purchase a variable annUity. If more than one 
account or product is Wing liquidated. please attach additional pages a8 needed.) 

A. Exist ing Account M Investment Name Account # 
lype of Im-. 

i I Mutual Fund - list funds and share class(es) 

ii Direct Participation Program LI Unit Investment Trust U Other 

Existing Account Holding Period Original Registered Rep Name 
Yeen and months 

8. For Completion by Client - please answer the followlng questions: 
1. Will you incur a surrender charge on your existing investment as a result of this transaction? ...................................................... 3 yes c No 

II yes, list approaimate dollar amount of surrender charge $ 

2. As a result Ot this change, my investmen! risk is: L l  increased, 

C. Explanation for change (attach an additional page, if necessary) 
1, Material facts on which the recommendation to liquidate the original investment is based. 

0 decreased, or about the same 

I 

2. Material Facts on which the recommendation to purchase the new imrertment is based. 

0. A; a client I understand: 
It is not the Company% pdky to recommend the sale and purchase of securities unless a person's investment or personal objectives can be 
better served. 
I may incur a capital galn tax IIabiliIy M any profit realized thus redwing my investment capital by the extent of such capital gain tax liabillity if 
any. For retirement accounts, there may be federal income tax penalties for withdrawals before age 59 H. I have been advised to consuh a lax 
advisor for information on the tax implications d Ihis change. 
Mans-. adminklrative and other fees, such as 12 b-1 dimibution expenses. vary by fund family and variable insurance company. I have 
received and reviewed the prospectuslpdicy for specific information &ou! any additional fees associated with the proposed hmtment. 

By Signing be&, I confirm that I have received a cow of the prospeclus and have reviewed the prospectus. specifically including but not limited to the 
disclosure contained therein regarding market risk, sales and surrender charges, fees and expenses, and availability of a "free-lodc period. I have been 
advised of the risks involved in the investment. 

I realie that the investment is not guaranteed and the contract value will fluctuate with the investment petfformmce of the subaccounts I have selected. 
I understand Variable Annuities are subject lo investment risk including loss of principal. I understand that a variable product is not guaranteed any QW- 
ernment agency and that any guarantees of insurance benefits are subject to the claims paying ability of the insurance c-ny iauing the variable Policy. 
I understand that by purchasing this investment, my registered representative will receive compensation lor thls transactan. 

My signature below confirms I have read and understand the disclosure form, including all disclosure statements, and that all applicable blanks on this 
form have been completed and the information completed is correct to the best of my knowledge. and indicates my consent to this transaction. 

~ c h m e r s i g n a t w s  bate 

BY signing below, !he Representative acknowledges that helshe has reasonable grounds for believing that this recommendation is suitable for the client based 
on the lads disclosed by said client as lo hidher investment and other insurance products, financial situation and needs. 

ACCOOOI 00 Paae 3 
Supervising PrlndpaI %mature bate 
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Regittend Re tesentatives 
call (800) 722-23 5 3 for assistance. 

, 

ARIZONA 
Upoa *--pr *'dbir o 1#IoMb)) time, raoronnbla f o a ~ o l  informotion ragording the benefits and provisiom of the ann* contract. If, for any 
-pr hlrcrtod, you moy nium if within fan (IO) days (OR THIRTY (SO) DAYS IF YOU ARE SIXTY-FIVE (65) YEARS OF AGE OR 
OWI OW--lW FOR THE ANNUITY CONTRACT) aher you receive it. To do so, moil it to us at our service center or the agent who sold 
it b p.lhorlrddhbdnd d from th, beginning. No withdrawal charta will bc imposed, and we will refund the controt! value, including ony less or chorger 
for p n r i b n s d o r p r b r  bxa thot we daducird from the contra0 volw. 
1. ANNUKANT(S) Must k on indiriduol. Check product guidelines for rnoximurn issue we. 

- 

I 
C -.- J 
f&@wdhl (if~fbon*Ilddrcn) 

Corn$& th bpx lor currodid-owned VuoMed contmrts ody, Will not be valid for any other tonfrad fypcr. 
lnfonnotion pul here wi/l be used for controd and registered rcpresentafire appointmeer purports. 

ADDITIONAL ANNUITANT Not opplimbh for puolifedrontorts. Check Uac 0 loin1 0 lonhgenl 
[" (FN w, lort) 

____ .............. 
______._._-_.. , 

I IF- i 

_.-- I ---I..--- I -.-.-- I -I.--- -.....- 
MaiiingMdf~ 

1 ..................................... 1 1  ..... ...------ 1 

L -__-- J I.. _______._._.I_._._.,.---.-. _.._I 



3. DEATH BENEFIT COVERAGE 
0 StepprbUp Dwtb Benefit Annuitmtlsl mufi not k over oge 75 ut issue. 

If the stepped-up death benefit I have selected cannot be added to tbe contract due to oge restrictions or stote ovailobility, 
I understand that the contract Wm be issued without the stepped-op death benefit rider. 

-1 
---.-_ 

) 0 1 0 3 5  exchongdertimoted transfer . . . . . . , , , , . S 
I U Amount endosed I , . . , . , . . , . . , . . . . . . . . , . .S 

4. TELEPHONE/ELECIRONIC AUTHORIZATIONS 
TELEPHONE/ELECT RONlC TRANSACTION AUTHORIZATION k the owntr, I will receive lhir privilege autonoHwRy, If a contract has 
pint orman, each m r  may individually make telephone and/or electronic quests. By checking Yes,' I am also authorizing and dutchg Paifii Life to 
art on telephone or electronic imfrutfiom from any other perron(s) who can furnish proper identification. Pacifii l i f e  will use rwronabJe procedures 10 
confirm that lhese instructions are authorized and genuine. As long as lheu procedures are fallowed, Pacific l i fe  and its affiiata and their directors, 
trustees, officers, employees, representatives and/or agents, will be held hormlm for any claim, liability, loss or cost. 

ELECTRONIC DELIVERY AUTHORIZATION By providing my e-moi address below, I authorize Pacific l i fe to provide my rtatemenh, prospectuses and 
other information (documents) electronically instead of sending paper copier of these documents by US. mail. I will continue lo  receive paper topin of 
annual sfofemenh. I widenland thut I ma) hove internet octess Imy infernet provider may chorge for infernel access) and I must provide my e-mail 
address below to use thr service. 

-. . -- I- 

@Tmnsfer . . . . . . . I S 100% 
0 Rollover . . . . . . . . S 

--I-.___. ._..__.____-_ ~ .-__-__ 
I k o n #  Company Nom 

' IContmct Number 
! 5  
=company Name 

ACCOOOI 02 
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10. OPTIONAL RIDERS Sub@ to stole uvailubility. lo qudify for foundotion10, flexible lifetime Income, Income Accessl GIA flus or GPA3 ridur benefits, the entire 
ronhact wlue musf Ifov bvrrfrd in on approved oset ol/ocdon program eddlished ond muinfuinud by Podfit lih for thr riders. 
1 OA. Guaranteed Witbdmwal Benefit fSeled onel 

Gd FoundotionlO hnuhntfsl must not br over age 85 ut issue. 
0 Income Access Annuirontlsl must no1 be over ugc 85 ot issue. 

0 Flexible Lifetime Income (Select one) lineither box below is hkd, ths single Iife optionolridcr will be issued. 
0 Automatic Rrsrt/Strp-Up Option 

0 Sur Ufr 
0 Joint life 

Annduntfs} must not be over age 85 ut issue. 
KomplIete rhe beneficiary mfonndion in S e t h  5.)Avu17ot~/e ordy if the Contrmt l ~ p e  sehrfed in ssrtrbn 6 is NonQuuWfnoiumihbb if ths 
Owner is a lrusi or orher entify}, IRA (including nrrrodiol IUAs}, Rorh IRA, SIMPLE IRA, SEP-IRA or W403fb). A d d i i l  lainf h e r s  or 
Owner ond Beneficiary must be of I& ogu 59% ond not oMer rhon e 85 d issue. loin! h e r s  must be hwhd ond w d  /I he contmcr is 
owned by o sole Owner, the Owner's spouse must 6e designored os 1 r e sole primory beneficitfry. I f  this k o wsrodiolly owned IRA, it is the 
responsjiihy of the curtodim to verify Ihd he bcncficiory designofion ot the cvrtodron is the spousa of fhu Annuiton1 md is ot kOr, oge 59H 
ond mt older t h n  ope 85 91 issue. 

1 OB. 0 GIA Plus Ann~ihttb} must not be over oge 80 or issue. 
1 OC. 0 GPAJ AMuilMrfs} m ~ l  not be over age 85 or hue, which must be of l ed  10 yeurs prior ro the annuity dote. 
1 OD. 0 EEG Amuh/fs) mwf not be over ope 75ol issue. 
If any rider selected in this section cannot be added to the contract due to age and/or other rider restrictions 
availability, the contract will be issued without that rider. 

state 

j 

i i 

I 

! 

I 

i 
I I 

! 
I 
I 

i 
I 

I 
! 

I 
i 

Managec /nvestment options 
Alger - 96 Small.Cup Growth 

AlIi~iiteBernrlein - % Internoliono1 Value 

Anolylir Investors/ 
JPMorgan - % Long/Short Large@ 

Balterymorrh - % Intenrationo1 Small-Cap 

BlurkUork - % Equity Index 

Cupilal Guurdian 

Capifal Research 

Clear Bridg e 
Columbia _c_ X Technology 

Goldman lochs 
Highland Cupita/ 

lPMorgun ___ Ox DiversifiedBond 

- 9: Smoll-Cop Index 

- X Diversified Reseorch - x Equiry 

- X hericon FundP Growlhlncomu - X American fund? Growtl, 

___ 96 Lrpe-Cop Yobe 

RI_ % Short Duration Bond 

- % floating bre Loon 

lanus ___ x Growth u 

lennison ,- % Health kienor 
Lozord .- X Mid-Cap Equity 

loomis Soyles 
MfS - % lnternotionul lorge-Cap 

- X focused30 

- '96 Iurle-Cap Growth 

Oppenheinier -. X MuIti-Strutegy 
-, X Main S/ree/" Core 
--, X Emerging Models 

- X Money Murkel 
.-~ % High hlld Bond 

,- % Manuged Bond - % lnhtbnhbnuged 

.-- X Mid-CapGrowih 

.- X R d E s f o r e  

PAM 

PlMCU 

Van Kurnpen x Comrrock 

Vuughan Nelson -- X knol-cop Fquify 



12. STATEMENT OF OWNER( S) I understand hot federal law requires all l i nc io l  institutions to oblain the m e ,  reidenlid oddrm, dote of biih d Sodd Se"Jiity or 
taxpDyer idcntiliorion number, ond any other information necessary to sufficiently verify thr identity of each cuslomer. I understand that foilwe to provide thii i n h l i  COUU resuh in 
the annuity contoct not being issued, delved or unprocemd transactions or onnu i  controd termhatiin. I, the owntrb), understand that I hove Oppbd for on flexible 
premium deferred vorioblc onnuit conlrad ("contract") issued by Pacific life Insurance h p a n y  ('company"). I received prorpedures fpr lhi vwiable ~nnvitv conhtt. After r e w n g  
my finontial bdgrwnd wilh my rrgstered representative, I believe lhir conlract, including \he benefft of ik insut ante featum, vd meet my f i n d  Obm bmcd h POJt upon my 
oge, income, net worth, tm d family rlohn, and any existing invedmcntt, amuities, w Dthr in~umnce produch I own. If opptdle, I considered Ib apprialsmt of hrll or padial 
replocement of any exisling life inwmnce or annuity. I ob ransiiend my liquidity needs, riik lolerance ond investmenl t i e  horizon when wleding vorieble inverlmenl options. 
I undenland the letm ond cordfins rebled to nny optional rider applii for and believe ~ h a f  the riderls) meel(s) my burable needs and fiindal abpd'm I UNDERSTAND MAT 
BENEFITS AND VALUES PROVIDED UNDER THE CONTRACl MAY BE ON A VARUBLE BASIS. AMOUNTS DIRECTED INTO ONE OR MORE VARIABLE INVESTMENT 
OPTIONS Will REFLtCf THE INVESTMENT EXPERIENCE OF THOSE INVmMfNf OPTIONS. THESE AMOUNTS MAY INCREASE OR DECRUSE, AND ARE NOT 
GUARANTEED AS To DOLLAR AMOUNT. I hove dituned OU fca ond charges for rhir controd wilh my registered rsprerenfotive, indudiig w i t h d d  charges, I understad that if 
I cancel o conhod w e d  OS o result of thir opplicotion without penolty during the Right IO Conel i n i l  review period, depending upon the stale where my mntrad is issued, it i s  possibk 
the omount relunded mcy be Im than the inif i l  amaunl I inverted due to the mveslmrnt ~ x p e r i i ~ ~  of my sekcted investment optbnr. 

If there ore ioinl omn, the issued controd will be owned by the joint ownen os Joint Tenants Wh Right of Survivorship and not as Tenants in Common. 
I ctrtily, under pnolties of periury, that I om a US. person (including a US. resident den) and 101 the taxpayer idenlificalion number is  correct, 
Any penon wrhb knowingly and with inten! to delraud any insurance company or other p t r m  files an application for insurance or statement of daim containing any moteriilly false 
information or coMeoiS for the purpose of misleading, information concerning any fort matefil thereto commth o fraudulent insurance act, which may be a trimr and moy rubiert 
such person 10 criminol ond ciiil penallier. 

13. REGISTERED REPRESENTATIVE'S STATEMENT 

' "".[m Fd Do you hove any reason to believe that the appkont hor any exisling life insurance policies or annuity tonlrodr? [Defaull is 'Yes" if neither oy box is checked.) 
I ,,_- 

------_ I 00 you have reoron to believe ihai any exisling life insurom policy or annuity contmd has been for Win be) surrendered, withdrown from, loaned 

II "Yes", I offirrn thot I hove insrrutted )he opplitonl to onswer "yes" to the rep)ocement queslion in Section BB of thir applicotion. I hereby certify tho1 I hove used only 
Pacific Life's approved d e r  malerial in connection with this role ond tho1 (opier of ol soles molerials used were lefl with the applicant. Any insurerapproved elettronical~ 
presented soles moterialr will be provided in printed form 10 the oppli(ont no later lhon 01 the time of the policy or tonlrod deiivery. I furlher c e d y  h o t  I have dircusred the 
opproprioteners of replacement, and followed Pacific Life's written replacement guidelines. 

I have explained to l e  ownerlr) how l e  annuity will meet their insurable needs and financial obieaivcr. 
I certify IhoI I hove reviewed ~hir  opptication, and have determined that its proposed purthme K witable as required under law, bared in port upon informulion provided by Ihe 
owner, 01 applicable, including age, intome, net worth, tax and family status, and ony exiiling invcrlmentr and insurance program. 

I furlher certify thot I hove olso conridered Ihe owner's liquidity needs, riik tolerance, ond invesimenl lime horizon, l o t  I followed my broker/deoler's ruitobility guidelines in 
both the recommendolin of this annuity and the (hoke of investment options, ond tho) this appli(olion is subject to review for suitability by my broker/deoler. 

I D  ...... No I against, changed or o h w i s e  reduced in v o l q  01 replaed in connection with this Ironrodion assuming the controd apptwd for win be issued? 

,_-.. -- 
Send tompkred opplicatin os follows: 

Regulor MoilDehery: LO. Box 2290, Omaha, NE 68103-2290 
Express Mod Delivery: 1199 Fornam Slrsel, 10th floor, AMF, Omaha, NE 68101 

APPLICATION PAYMENT: APPLICATION wirrrour PAYMENT: 
Regvlor Moil Delivery: EO. BOX 2378, Omaha, NE 68103-2378 
Express Moi/ue/ivery; 1299 Farnom Streel, 10th F h ,  AM[ Ornoha, NE 68102 
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- ...... .. 

I 

1 2. STATEMENT Of OWNER(S) I understand that federal bw rsquims al  finanhl instihrli to obtain the name, residentid address, date of birdl d sodol h r i t y  or 
tmpver ide&htion numb#, and ony other informatian necmwy to svffidentty wrify the htii of each mtamer. I undentond that failwe tu provide this infomath d m u h  in 
the aMuilV ( 0 ~  kina h d ,  dwd OT wrotd tmnr#fiom or annuity contmcl termination. I, the mer(s), underrknd that I have apphsa fw on *nbnidwi flexible 
Pmmim defemd vaiabb mnUilv controd I'cwhoa") iswad by Porific Ofe Insurance Gnnpany ('compo#). I received prospxtm for this vwiclbb Dmuiry cantrad. Afier reviewing 

the h t i t s o f  its inwrmce fwturesl wil maat my h d  o b j j  win pal upon my 
Wi ' m e t  net worth, ad frmily rktvr, and any existikg investments, annuik, w othr inunono produch I own. If opp&pbb, I tu- du oppropricllma of M or parlid 
rdPcsmnt of any exiding &fe insum or annuity. I a b  considered my liquidity nods, rbk t0)Cmrwe and invmtmmt lime horizon when srkding mioblo inwsbnmt options. 
I ~~ hterna Dndrwhionr rahkd to ony optbnal ridwappdiedfor ondbebveh  the Ws) mt(s) my imumbb needs md finmddabiadim I UNDtRSUND ntAT 
BENm AND VALUES PROVIDED UNDER THE CONTRA0 MAY BE ON A VARIABLE IASIS, AMOUN6 DIREClED INTO ON€ OR MORE VARlAllE INVESTMENl 
OPTIONS WILL R E F W  THE INVESTMEW EXPERIENCE OF THOSE INVESTMENT OPTIONS. THESE AMOUNTS MAY INCREASE OR DECREASk AND ARE NOT 
GUARAWEED AS TO D O U R  AMOUNl. 1 hm &cussed d fees and m 0 ~  for thii contrati wilh my registered reprsrentofivs, iduding WHMmWd d u g s  I undmand hot if 
I cancel o conbat issued os a rrruh of this opphlion without penohy during the R i i t  to Cod initial review period, depending upon tht date where my amhd is issued, it is possible 
the -1 refunded may be lea thon the initid omount I invested due to the investment expeticruc of my seW investment optkm. 

If there ore joint men, the issued contmct will be o d  by the ioint owners as Joint Tenants With Rght of Survivmhip and no1 M Tenontr in hmon 

I certify, under penolLsr of PHjuty, tho1 I om a US. person (inckrding o US. resident den) ond thol the taxpayer identifitofion number is corred. 

Any penon who kmwinh ond with intent to defraud ony insurance tompony or other perron files on opplitofion for msurona or dotement of ddi  tonbhbi ~ n y  male* foks 
information or concMk for the purpose of deoding, information concerning any b material thereto commits a fraudulent imumnce od, which moy be a aime and  ma^ $ub i  
sud perron to aiminol and civd p..hies. 

wwgmundd w-, I b thir controd, 

. . . . . .  

I.. . . . . . . .  .- ____-__ 
13. REGISTERED REPRESENTATIVE'S STATEMENT 

Do you hove my rmm to believe thot the appkont hos ony mkling life insurnwe policies or onnuh contracts? (Defouh is "YM' if neither ' 3Afiixi _.-_--- box k checked.) 
138.- 1 Do you have reason to betiem that any existing fife 'imumna policy M annuity contract hm been (or d bs) runsndsnd, wifhdmm from, l o a d  

If "Yes", I offirm thot I have instructed the opplitant to answer "yes" 10 the replotoment question in Section 88 of this application. I hereby certify thot I have used only 
Pacific life's approved sobs material in connection with this sole ond that copier 01 oll sales moleriok used were left with the appliont. Any insurer.opproved ekdronitoh 
presented soles materiils will be provided in printed form to the appkcont no loter thon ot the time of the poliq or controct deCery. I further nrHfy thot I hove diiusud the 
appropriiteness of replocement, and fdlwrsd Pacific Life's written replacement guidebus. 

I hove e x p l p i  to h owneris) how the annuity will meet their insuroble needs and financiol objectives. 

I certify that I hove reviewed thii opplicdon, and hove determined thot its propored purchase is suitable of required under law, bwd in port upon i n f o ~ D t i ~ n  provided by the 
owner, os opplhoble, including age, income, net worth, tax ond hmib  dm, ond any enirhg investments ond insumnte progrom. 
I further certify that I hove ob0 considered the owner's liquid@ needs, riik tolerance, and investment time horizon, that I followed my braker/ddr's Uinob&iy gvidetmes in 
both the recommendation of this onnuiiy and the choice of investment options, and that ~hir opplkotion is  subject to review for suitobih by my broker/deder. 

lm "" No ! winst, changed or otherwire reduced in value, or replard in connection with this Immoction assuming the cantract oppbd for will bc i s d l  

Michael J. Blake 

....._____-.--I ~ _-______ . ..___-- ....... I-.---- 

Ameritas Investment Cop 

Send tompleted appkafian as follow: 
APPLICATION lylDl PAYMENT: 
R e g h  M d  D ~ l h y ;  1.0. BOX 2290, Omh, NE bB103-2290 
Lvpm Moil Ddivery; 1299 Farnom Street, 10lh Floor, AMF, Omho, NE 68102 

L.-- .. I_-_--._I-.- ----- 

APPLICATION WlTHOul PAYNEWT: 
Regu/or Moil Delivery; P.0. BOX 2378, Omoho, NE 66103.2378 
hv~a MoilDe/ivbry: 1299 Farnom Street, 10th k r ,  MF, h k  NEb8102 
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Pacific l i f e  Insurance Company 

1. Insurer Name ContracVPolicy Number 

2. Insurer Name ContracYPolicy Number 

3. Insurer Name ContracVPolicy Number 

John Hancock 55001 354 

IMPORTANT NOTICE: REPLACEMENT OF LIFE INSURANCE OR ANNUITIES 
This document must be signed by the applicantls) and the DrOdUCM if ther 

InsuredlAnnuitant dReplaced 
Pamela Pont 0 Financing 

Insured/Annuitant 0 Replaced 
0 Financing 

InsuredlAnnuitant 0 Replaced 
0 Financing 

REPLACEMENT 
NOTICE 

35.13700 05407 REPL Page 1 of 2 
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IMPORTANT NOTE TO PRODUCER: (The information contained in this box is provided for the producer and does not have to be read 
aloud to applicant): If the applicant answered "YES" to either question 1 or 2 above, then by signing below, the producer is making 
the following additional certification. 
PRODUCER CERTIFICATION FOR REPLACEMENT TRANSACTION I hereby certiiy that I have used only the insurer's approved sales 
material in connection with this sale and that copies of all sales materials used were left with the applicant. Any insurer-approved 
electronically presented sales materials will be provided in printed form to the applicant no later than at the time of the policy or 
contract delivery. I further certify that this replacement transaction follows the insurer's written replacement guidelines. 

SIGNATURES 

are, to the best of my knowledge, accurate: 

Pamela Pont L -p -& p& r: ti!& Applicant's Sigriature Applicant's Name (Please Print) Date 

J IU Applpant's Signature Joint Applicant's Name (Please Print) Date 

Michael J. Blake till0 Prpdhcer's Signature Producer's Name (Please Print) Date 
,A/,;../ . ? b& 

m 
*' , 

1 do not want the notice read aloud to me. (Applicants must initial only if they do not want the notice read aloud.) 

A replacement may not be in your best interest, or your decision could be a good one. You should make a careful comparison of the costs 
and benefits of your existing policy or contract and the proposed policy or contract. One way to do this is to ask the company Of agent that 
sold you your existing policy or contract to provide you with information concerning your existing policy or contract. This may include an 
illustration of how your existing policy or contract is working now and how it would perform in the future based on certain aSSUmPtiOnS. 
Illustrations should not, however, be used as a sole basis to compare policies or contracts. You should discuss the followlng with your 
agent to determine whether replacement or financing your purchase makes sense: 

PREMIUMS 
Are they af l  ordable? 
Could they change? 
You're older - are premiums higher for the proposed new policy? 
How long will you have to pay premiums on the new policy? On the old policy? 

New policies usually take longer to build cash values and to pay dividends. 
Acquisition costs for the old policy may have been paid: you will incur costs for the new one. 
What surrender charges do the policies have? 
What expense and sales charges will you pay on the new policy? 
Does the new policy provide more insurance coverage? 

If your health has changed since you bought your old policy, the new one could cost you more, or you could be turned down. 
You may need a medical exam for a new policy, 
Claims on most new policies for up to the first two years can be denied based on inaccurate statements. 
Suicide limitations may begin anew on the new coverage. 

How are premiums for both policies being paid? 
How will the premiums on your existing policy be affected? 
Will a loan be deducted from death benefits? 
What values from the old policy are being used to pay premiums? 

Will you pay surrender charges on your old contract? 

Have you compared the contract charges or other policy expenses? 
OTHER ISSUES TO CONSIDER FOR ALL TRANSACTIONS: 

What are the tax consequences of buying the new policy? 
Is this a tax free exchange? (See your tax advisor.) 
Is there a benefit from favorable "grandfathered" treatment of the old policy under the federal tax code? 
Will the existing insurer be willing to modily the old policy? 
How does the quality and financial stability of the new company compare with your existing Company? 

POLICY VALUES: 

INSURABILIR 

IF YOU ARE KEEPING THE OLD POLICY AS WELL AS THE NEW POLICY: 

IF YOU ARE SURRENDERING AN ANNUITY OR INTEREST SENSITIVE LIFE PRODUCT: 

What are the interest rate guarantees for the new contract? 

35-13700 Om7 REPL Ivl Page 2 of 2 
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Pacific Lile Insurance Company 
P.O. BOX 2378. Omhk NE 68103-2378 

Pamela Pont 
JoinVContingent Annuitant's Name 

TRANSFEWEXCHANGE 

SSN 

(800) 722-2333 - Repistered Representatives 
www.PacificLife.com tax (888) 837-8172 

Use this form for the following Iransfer/exchanoeo from another financial institution to an 

Transfer of IRA, TSN403(b) or pretax qualified plan assets into another IRA, TSN403(b) 

If no cost basis information is received 
annuity contract at Pacific Lih: 

Full or partial 1035(a) tax free exchange of an existing nonqualified annuity, 
Full 1035(a) tax free exchange of an existing life insurance policy. 

or qualified plan. 
Transfer of assets from a mutual fund or certificate of deposit. 

Note: Pacific Life wi l l  not accepl a transfer of IRA, TSA/403(b). or qU8lifhd plan assets into a 67(b). 
Pacific Life will process e transfer/roilover of assets into a TSA/403(b) only il the TSN403(b) owner/participsnt't employer or 
employer's third-party administrator authorizes and signs this transfer request in Section 5. 

D GENERAL iNFORWATlON Owner's Name ISSN/TIN 

SURRENDERING REQUEST Name 

John Hancock 
Street Address for herniaht DRliVRnt 

Pamela Pont 
JoinVContingent Owner's Name 

Surrendering Company's ConlracVAecount Number 

55001 354 
Teleohane Number 

I 
Annuitant's Name (SSN 

TRANSFER REQUEST 
Complete only ONE of the following sections and indicate percentage or dollar amount to be transferred. 
0 A) Nonqusllfled Assets: Authorlzation for 1035(a) Tax-Free Exchange Assets Select one. 

If none selected, all the assets will be exchanged. 
0 Full 
0 Partlal S or % of the assets 
I fully assign and transfer all claims, options, privileges, rights, title, and interest to either all of the life insurance policy or ail or 
Part of the annuity contract identified in Section 2 above to Pacific Life. The sole purpose of this assignment Is to effect a tax 
free exchange under Section 1035(a) of the Internal Revenue Code. All of the powers, electlons, appointments, options, and 
rights I have as owner of the contract. including the right to surrender, are now exercisable by Pacific Life. I understand that 
Pacific Life intends to surrender the contract (or if this is a partial exchange, the dollars or percentage assigned) for the cash 
value. subject to its terms and conditions, and to use the proceeds as the purchase payment for a new annuity contract to be 
issued by Pacific Life or as the subsequent payment to an existing annuity contract issued by Pacific Life. I authorize the 
surrendering company to send the proceeds directly to Paciflc Life and understand that fees and charges may apply. This 
exchange is subject to acceptance by Pacific Life, Pacific Life is not liable for changes in market value that may occur before 
the proceeds are received by Pacific Life in good order and allocated to the new or existing (in the case of an annuity-to-annuity 
exchange) annuity contract. Prior to the date of receipt of the proceeds by Pacific Life, no value will accrue or be earned on the 
Pacific Life contract. 

If this Is a partial exchange, I understand that it is subject to Revenue Ruling 2003-76, which requires that the cost basis Of the 
original contract be reduced pro rata by the amount of the transfer to the new contract. It is also subject to all current and future 
IRS guidance and regulations. I understand that the IRS has concerns about taxpayers using partial annuity exchanges to avoid tax 
obligations, and I certify that I am not entering into this transaction for the purpose of reducing or avoiding taxes 01 earn withdrawal 
penalties. I also understand that there may be tax and tax reporting consequences for withdrawals taken after a partial exchange. 
I have been directed to consult my tax or legal advisor before proceeding. 

ACC000108 
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PACIFIC LIFE TRANSFEWEXCHANGE 

TRANSFER REQUEST (Continued) 
I authorize Pacific Life to rely upon the cost basis information provided by the surrendering company, but agree that PacHic Life 
will assume no responsibility for determining or verifying cost basis. If cost basis is not provided, I acknowledge that more restrictive 
or less beneficial tax rules may apply to the amounts transferred. 
I acknowledge that Pacific Life provides this form and participates in this transaction as an accommodation to me. Pacific Life does 
not give tax or legal advice and assumes no responsibility or liability for the validity of this assignment or for the tax treatment of 
this exchange under IRC Section 1035(a) or other regulations. 

I direct the institution named in Section 2 to convert to cash the assets held for the owner in the account provided and to 
transter this money to Pacific Life Insurance Company, I have completed an application for the issuance of an annuity contract 
or have an existing annuity contract to receive the transferred money. 

0 B) Nonqualltied: Authorlzatlon for Transfer of Assels from a Mutual Fund or Cerliflcate of Deposit 

Date Select one. If none selected, the Assets Select one. If none selected, 
assets will be transferred or rolled over all the assets will be transferred or 
immediately. rolled over, 

mo day yr 0 Other 0 Date 
Yo of the assets 0 Immediately 0 All of the assets 0 

I I $ 

@f C) Qualified and 457(b) Governmental Assets: Authorization tor Transfer/Oirect Rollover 
As owner of the plan indicated below, I direct the institution named in Section 2 to convert to cash the assets in the account and 
transfer money to Pacific Life. I understand that the transfedrollover will be initiated when all requirements are received in good 
order. If I am setting up a new Pacific Life annuity contract with this transfer/direct rollover, I have completed and attached a new 
contract application. If I am rolling over assets from one type of employer sponsored plan or IRA to a different type of employer- 
sponsored plan or IRA, I certify that all of the assets being rolled over are pretax assets. 1 am aware that once the assets are rolled 
over into my existing Pacific Lite contract, they will be subject to the federal tax rules applicable to the assets currently in that 
contract. If any assets are being rolled over from a 457(b) plan, I certify that the 457(b) plan is that of a government entity and 
that the plan document allows for this rollover. I understand that Pacific Life is NOT currently permitting transfers from other 
qualified retirement plans, 403(b)s, and IRAs into 457(b)s. I have dlscussed the tax consequences of rollovers with my taxadvisor. 

Date Select one. If none selected, the Assets Select one. If none selected, 
assets will be transferred or rolled over all the assets will be transferred or 
immediately. rolled over. 
Gd Immediately GZf All of the assets 0 % of the assets 

Date Ti&&+- 0 Other $ 

Type of Pian Surrendered Select one 
6d IRA 0 SEP-IRA 0 SIMPLEIRA 0 Roth IRA 
0 401(a) 0 401(lO 0 Keogh 0 457(b) Governmental 0 TSN403(b) 

RETURN OF LIFE INSURANCE POLICY OR ANNUITY CONTRACT4oes not apply to partial 1035 exchanges 01 annuity Contncto. 
Unless the surrendering company’s policy or contract is attached, I affirm that the policy or contract has been destroyed Or lost and 
that reasonable effort has been made to locate it. To the best of my knowledge, no one else has any rlght, title or interest In the 
contract, nor has it been assigned, pledged, or encumbered. 

Page 2 of 3 
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PACIFIC LIFE 

Employer's Name 

Street Address 

City. State b ZIP 

Contact Person's Name and Title 

TRANSFEWEXCHANGE 

Third-party Administrator's Name 

Street Address 

City, State & ZIP 

Contact Person's Name and Title 

Contact Penon's Telephone Number 

0 
Contact Person's Telephone Number 

0 

1 I 
Employer or Third-party Administrator's Signature mo day yr 

REGISTERED REPRESENTATIVE INFORMATION Name Telephone Number 

Michael J. Blake 
BrokerlDealer 
Ameritas Investment Cop 

( 480 )607-6558 
Estimated Transfer Amount 
$1 46,000 

& , / 2 ,  08 
mo day yr Owner's Signature 

I 1 
mo day yr Joint Owner's Signature 

Accepted by: (Signature of Authorized Officer of Pacific Life) 

FOR A l l  1035 EXCHANGES, BE SURE TO COMPLETE THE COST BASIS INFORMATION FORM FOR THE CURRENT CONTRACT. 
Make your check payable to Pacific Life Insurance Company for the benefit of the owner named in Section 1 

Send all checks to: Pacific Life Insurance Company Overnight address: Pacific Life Insurance Company 1299 Farnam Street, 10th Floor, AMF 

Page 3 of 3 04/00 ITOA) 
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Romeoville Office Investors, LLC 

December 11, 2009 

Investors 
Good Ncws! Wc havc bccn succcssful in cxtcnding our loan with Union National Bank of 
Elgin for thrcc ycars. Wc had to pay a steep renewal fec for Union to bc willing to do this 
during thcsc odd timcs but, at the cnd of the day we are vcry plcascd to bc able to gct (renew) 
crcdit in any form. 

Thc icing on the cakc is thc fact that Union National is also funding thc construction proceeds 
neccssary to build out the entirc building with finished "dccorator rcady" suites. Union Bank 
has agreed to increase our loan amount to include the build out of "dccorator rcady" finished 
spcc suites throughout the entirc building. These finished suitcs should havc thc bcncfit of 
allowing prospectivc buycrs to bcttcr visualize their office spacc and thcreforc makc a buying 
decision quickcr. Furthcrmorc, potential buyers arc complaining itbout spcnding timc 
designing and building out thcir own spacc instead of spending that samc timc protccting and 
growing thcir primary busincss. Two ycars ago most buycrs likcd thc notion of customizing 
thcir own space and working with interior designers to put a pcrsonal touch on thcir 
professional home. That luxury or cgo proposition is now a dctriincnt to that samc buycr 
profilc. Fortunately, our lender agrccd with our analysis and is willing to adjust to thesc 
difficult times. 

- /  

Wc do have approx 10,000 sq fi in activc discussions on thc spacc but wc do not belicvc that 
thcsc buycrs will sign until wc havc complctcd the build out of'lhc building over thc ncxt 120 
days. 

We hope that you all agrec with this strategy to continue to enhnncc thc project valuc through 
thc "dccorator rcady" suites and buying the needed timc with Union National in an effort to 
work toward repaying your original invcstment. 

Although wc arc not proud of thc fact, wc fcel it is important to sharc that wc havc bccn 
unablc to continuc all our personal obligations. This includes ow inability to pay our pcrsonal 
home mortgages. Wc havc also had thc Grace office forccloscd 011 in thc past month and 
unfoitunatcly. wc had to shut down Gracc Communities. Clcarly. this rcprcscnts a pcrsonal 
financial disastcr and at this timc wc arc trying to avoid pcrsonal bankruptcy as wc navigatc 
thcsc unpreccdentcd times. Obviously, we shared this information with Union National Bank 
Thcy rcmain equally yoked with our desire and efforts to kccp rhls project alivc. 

Our commitmcnt to you is to continuc to work on this projcct but wc know this will take time. WC 
apprcciate your continued support through this difficult timc and wish all of you and your families a 
good holiday 

Si nccrcl y , 
ACCOOOI I I 
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Donald J. Zelcznak 
Managcr 

Jonathon Vciito 
Manager 



Romeoville Office Investors, LLC 

Augusc 24,2009 

Investors, 

In an effort to reposition the project in the market place, we have redesigned the 
interior of the building to introduce a lobby, internal corridors, and common 
restrooms. Given this change, the market is considering this building as a class "A" 
alternative. We are currently working with the lender to provide the funding that is 
necessary to effectuate this change. Since announcing this change, we have been able 
to secure a 5000 sq. ft. letter of intent buyer for medical use. We have also been short 
listed for an additional IO.000 sq. ft. medical space buyer as well as a 10,000 sq. ft. IT 
company lease. 

Despite this new momentum, prices remain weak. We are currently selling for slightly above 
the debt value. We anticipate 8s the project sells out we will be able to raise prices in an 
effort to recapture some of the equity. It remains a slow process but we continue to fight. If 
you have any questions please do not hesitate to call or email DeeAnn Mooney 480-767- 
5245 email damooncy I f~i!iid,coiii. All future updates will be emailed. 

Sincerely , 

Donald J. Zeleznak 
Manager 

ACC000112 
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RomeoviZle Office Investors, LLC 

March 23,2009 

Construction 

Construction is complete. 

Financing 

As we stated in our last update, we are unsure of the overall profitability of the project until 
we can stabilize the sales activity. Once we stabilize the sales velocity we should have a 
clearer idea of the project status. We believe we have enough interest reserve to last through 
2009 so long as our lender continues to work with us. 

Sales for the last 6 months have been nonexistent. Most potential buyers have elected to 
extend their current leases and maintain their businesses at their current locations until the 
overall economy improves. We are still working with the medical group however, they have 
reduced their square footage needs down to 2,500 s.f. They have selected their contractor for 
the interior improvements and have been pre-approved by their lender. We are expecting 
them to close in April but it is difficult to “force” them to close. Additionally, we are 
anticipating a Letter of Intent from a 2000 s.f. chiropractic group at roughly $140 p.s.f. 
Closing is expected around May 2009. There are several other users looking at the building 
at this time however, they are expecting substantial discounts in order to move forward. We 
will touch base with you when we have hrther news to share.. 

If you have any questions please do not hesitate to call or email DeeAnn Mooney 
480-767-5245 email d:tiiiwne\ I (g!uul.coin. If we do not have an email address on file this 
will be your last update. All future updates will be emailed. 

Sincerely, ,‘; 

Donald J. Zeleznak 
Manager -- Manager 

* -. / Jonathon Vento 
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Romeoville Office Investors, LLC 

August 13,2008 

Construction 

Construction is complete. The project was finished approximately $2.00 p.s.f. below 
budget. 

Marketing 

We have closed on a 1,500 s.f. space. We are in escrow with a 5,000 s.f. medical user 
and anticipate closing on or about August 31, 2008. This medical user is considering 
taking some additional space for expansion, We are also negotiating with a 4,000 s.f. 
medical user and a 1,500 s.f. general office user. We are currently offering these spaces 
at a substantial discount ($125-145 p.s.f.) in an effort to create some momentum. The 
overall economy has substantially reduced our ability to consummate deals. Similar to 
the residential market, buyers remain hesitant to move forward in purchasing space until 
the overall economy stabilizes. 

Financing 

Based on current sales activity, we are planning to have the construction loan retired by year end 
however; the profitability of the project is suffering due to the current economic conditions. We 
are unsure of the overall profitability of the project until we can stabilize the sales activity. Once 
we stabilize the sales velocity we should have a clearer idea of the project status. 

If you have any questions please do not hesitate to call or email DeeAnn Mooney 
480-767-3 162 ernail di\I11t)ljIIC\ I @';\O~.COIII.  

..-.. .- 

..-e 
I ,.= 

., Jonathon Vento 

Sincerely, 

Manager ' L/,* Manager 
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Romeoville Office Investors, LLC 

August 22,2007 

Architectural 

The architectural plans are complete with rendering and site plan attached. Permits have been 
completed. 

Civil Engineering 

Preliminary grading and drainage plans are complete. City has approved our plans. 

Condo Plat/Public Report 

Completed and will be amended as future sales occur. 

Construction 

Shell construction will be completed by mid September. We have started construction on 
7,500 square feet of spec suites which is greatly enhancing the marketing program. 

Marketing 

We have a 3,000 square foot letter of intent and are actively negotiating an additional 10,000 
square feet of different usages. We expect to be 50% sold by March, 2008, and the balance 
sold by September, 2008. 

Financing 

The property has been acquired. 

All loans and equity funds are in place. 

If you have any questions please do not hesitate to call or email DeeAnn Mooney 480-767-3162 email 
l l , l l l l t ~ ~ l l l c ~  I U' ; l ~ l l . L x l l l l .  

Sincerely, 

Donald J. Zeleznak Jonathon Vento Ryan Zeleznak 
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Romeoville Office Investors, LLC 

May 21,2007 

Architectural 

The architectural plans are complete with rendering and site plan attached. Permits have been 
completed. 

Civil Engineering 

Preliminary grading and drainage plans are complete. City has approved our plans. 

Condo Plat/Public Report 

Completed and will be amended as future sales occur. 

Construction 

Construction has commenced and is anticipated being completed this summer. 

We are currently at our original budget. 

Marketing 

Sales brochures are being created. A postcard mailer has been sent out. Project signage is 
installed. A project model and material boards have been prepared. Presentations have 
commenced to potential buyers for spaces in the 50,OOO sq. ft. available. We anticipate 
receiving initial Letters of Intent once the building has been framed in. 

Financing 

The property has been acquired. 

All loans and equity funds are in place. 

If you have any questions please do not hesitate to call or email DeeAnn Mooney 480-767-3 162 email 
\ i ; \II \ ( ) t )I lC\  I (!I  inj l  C ’ I ~ I I \ .  

Sincerely, 

Donald J.  Zeleznak Jonathon Vento Ryan Zeleznak 
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Romeoville Office Investors, LLC 

February 22, 2007 

Architectural 

The architectural plans are complete with rendering and site plan attached. Permits have 
been completed. 

Civil Engineering 

Preliminary grading and drainage plans are complete, City has approved our plans. 

Condo PlatlPublic Report 

Completed and will be amended as future sales occur. 

Construction 

Construction has commenced. 

We are currently at our original budget. 

Marketing 

Sales brochures are being created. A postcard mailer has been sent out. Project signage 
is installed. A project model and material boards have been prepared. Presentations have 
commenced to potential buyers for spaces in the 30,000 sq. ft.  available. Presentations 
and Letters of intent are to be issued 1’’ quarter of 2007. 

Financing 

The property has been acquired. 

All loans and equity funds are i n  place. 

Sincerely. 

Donald J. Zeleznak Jonathon Vent0 
ACCOOOI 17 
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Finally, regarding the on going FINRA investigation, a hearing is scheduled to be 
held from September 24-27,2013. Currently we are negotiating with FINRA for a 
settlement. I have attached the original Wells letters and my responses. My Wells 
response is an excellent summary of my case. 

I t  bears repeating that FINRA approved my registration on May 24,2013. 

m Received 
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16435 NORTH SCQmDALE ROAD, S U t I ‘ F . ~  SWrTSDALF, ARUUNA 8 I J L Y t  1 I w BuchdterN erner TELEPHONE(480)383-1800/FAX (480) 824-9400 
A Professional Law Corporauon 

Direct Dial Number: (480) 383-1845 
Direct Facsimile Number: (480) 383-1602 

E-Mail Address: rhaif@ buchalter.com 

May 28,2013 

Via E-Mail and US. Mail 

Helen G. Barnhill, Esq. 
Senior Regional Counsel 
FTNRA 
4600 South Syracuse Street, Suite 1400 
Denver, CO 80237 

Re: Michael Blake; Disciplinary Proceeding No. 20100217105-01 
Mr. Blake’s Settlement Offer 

Dear Ms. Barnhill: 

This will constihite Mr. Blake’s settlement offer to FINRA. 

The very first principle of the FINRA Sanction Guidelines-indeed the very first line-is 
that “sanctions are remedial in nature and should be designed to deter future misconduct and to 
improve overall business standards in the securities industry.” FINRA Sanction Guidelines, 
General Principles Applicable to All Sanction Determinations (“General Principles”), section 1 
(heading). 

As set forth in his Answer, lvlr. Blake relied on written information from Grace 
Communities that the investments being made were not securities. Additionally, and more 
importantly, every year he disclosed his actions to each of his broker-dealers, on his Outside 
Business Activities reports. None of his broker-dealers, AXA Advisors, Carillon, or Ameritas, 
ever made any objection to his actions with Longest Drive. Nor did either of them ever tell him 
that he was dealing in securities. Further, Mr. Blake’s business, Olympus Financial Advisors 
LLC, received in-person audits of his files every year, and his broker-dealers still never 
identified anything that was wrong or told him that anything was wrong. 

Perhaps most importantly, though, Mr. Blake never received any compensation from 
Longest Drive or any of its investors as a result of the work he did through or for Longest Drive. 
Not a dime. 
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BuchalterNerner 
Helen G. Barnhill. Esq. 
May 28,2013 
Page 2 

Based upon the written assurances from Grace Communities, his own broker-dealers’ 
lack of objection or warning, and the fact that he received no compensation, Mr. Blake had no 
idea that he was dealing in securities. He therefore had no “intent” to engage in any prohibited 
actions. 

Indeed, Mr. Blake’s entire goal in forming Longest Drive was to allow friends and family 
to invest, if they chose to, in what seemed to nearly everyone at the time, to be a red-hot and 
ever-improving real-estate market. Since Mr. Blake did not receive any compensation 
whatsoever for his work with Longest Drive, his motivation in telling his friends and family 
about those investment opportunities was certainly not driven by any financial incentive. And 
given the FINRA scrutiny that has rained down on him as a result of providing that opportunity, 
there is absolutely zero chance that Mr. Blake will ever engage in any investment-related outside 
business activities in the future. 

It would therefore not serve the Sanction Guidelines’ mandate that sanctions be 
“remedial” and “designed to deter future misconduct” if Mr. Blake were given a severe sanction, 
since doing so would then be more in the nature of punishment, rather than the remediation and 
deterrence mandated by the Sanction Guidelines. 

The Sanction Guidelines also state that “[d]isciplinary sanctions should be more severe 
for recidivists.” FINRA Sanction Guidelines, General Principles, section 2 (heading). Until his 
involvement with Longest Drive, Mr. Blake had a spotless record. He never had any complaints, 
and had never been investigated by FINRA. He had certainly never been sanctioned by FlNRA. 
Mr. Blake is therefore not a recidivist. And since the Sanction Guidelines reserve severe 
sanctions for recidivists, Mr. Blake’s sanction should not be severe. 

The Sanction Guidelines additionally state that “where the violative conduct was 
unintentional or negligent . . . or the violations resulted from a single systemic problem or cause 
that has been corrected,” those violations should be “batched.” Sanction Guidelines, General 
Principles, section 4. 

As explained above and also in his Answer, Mr. Blake had no reason to think that he was 
engaging in securities trading. The entities being invested in provided written statements to him 
that the investments were not securities; his broker-dealers were told, every year, of his actions, 
yet never told him to stop or ever told him that he was trading securities; and his annual in- 
person audits always came up clean. As a result, “the violative conduct was unintentional.” 

Further, dl of Mr. Blake’s alleged violations arose from the same single activity: office- 
park development investments made through Longest Drive. And since Longest Drive is no 
longer making any new investments, that single activity has essentially been “corrected.” 

BN 14075993~1 
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Mr. Blake’s actions therefore fit squarely within the Sanction Guidelines’ rubric for 
batching, and as a result, Mr. Blake’s actions through Longest Drive should be treated as a single 
violation. 

The Sanction Guidelines further state that “[aldjudicators should consider a respondent’s 
ill-gotten gain in determining an appropriate remedy.” Sanction Guidelines, General Principles, 
section 6 (heading”). 

Here, Mr. Blake did not receive any gain, much less any “ill-gotten” gain. He was not 
compensated for anything he did through or for Longest Drive. Nor did he take or receive a 
commission from any of the investors in Longest Drive. 

Any gain or loss that Mr. Blake realized was the same as that of any other investor, 
because he personally invested in each of the projects as well. In other words, the opportunities 
that he told friends and family about were only those that he himself also invested in. Since the 
Sanction Guidelines mandate that a respondent’s “ill-gotten gain” be considered in the 
determination of a sanction, Mr. Blake’s lock offiruzncialgain should definitely be a factor in 
assessing any sanction as well. And since Mr. Blake did not have financial gain, any sanction 
should be less severe. 

Regarding the amount of a monetary sanction, the Sanction Guidelines state that 
“adjudicators are required to consider ability to pay in connection with the imposition, reduction 
or waiver of any fine or restitution.” Here, Mr. Blake has been unemployed, and thus without 
any employment income at all, since April 1. His “ability to pay” is therefore nearly non- 
existent, since he has virtually no money coming in. And since his lack of income is “required” 
to be considered as a factor, any monetary sanction should necessarily be relatively low, to 
reflect the fact that Mr. Blake is rapidly exhausting his financial resources. 

Concerning the particular rules that Mr. Blake is alleged to have violated, only two of 
them, FINRA Rule 2010 and NASD Rule 3 0 ,  are specifically mentioned in the Sanction 
Guidelines. And most of the factors listed with regard to those Rules do not apply to Mr. Blake’s 
situation. 

Prior to dimwiiig specific factors, though, it must be noted that NASD Rule 3040 relates 
to “private seckties transactions,” and as stated above and in his Answer, Mr. Blake had no 
reason to believe that his activities with Longest Drive constituted “private securities 
transactions.” 

As to some of the specific factors identified in the Sanction Guidelines, Mr. Blake only 
brought eight investors to Longest Drive, six individuals and two couples.’ Thus, the number of 
people involved was not large. 

Steve Bernstein; Dan Gallagher; Larry Hampton; Dan and Kathy Hinsley; Doug and Kim Pipperc; Pam I 

Pont; Jack Saunders; and Roger Wooley. 
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The “products” that Longest Drive sold, Le., the investments, have not been found to 
involve a violation of federal or state securities laws. Neither have they been found to involve a 
violation of SRO Rules. Thus, that factor is inapplicable to MI. Blake’s situation. 

Nor did Mr. Blake or Longest Drive have a proptietar). or beneficial interest in the 
transactions they conducted. Neither Mr. Blake nor Longest Drive took or received any type of 
commission for the investments. Mr. Blake and Longest Drive were simply conduits for the 
investors’ money: the amount Mr. Blake and Longest Drive received was the exact amount that 
was invested. No commission or fees were taken out or charged. 

Nor did Mr. Blake ever attempt to create the impression that any of his broker-dealers, 
AXA, Carillon, or Ameritas, were involved in Longest Drive’s activities. He always fully 
disclosed to investors that Longest Drive was separate from the work he was doing for his 
broker-dealers, that the broker-dealers were not involved, and that he was not charging the 
investors any kind of commission. 

The investments conducted through Longest Drive did not cause injury to the investing 
public because each investor was provided with a prospectus detailing the risk, including the risk 
that the entire investment could be lost. Further, each investor made the investment decision on 
his or her own. Mr. Blake simply advised them of the opportunity. Additionally, each investor 
controlled the amount of his or her investment; none of the people that Mr. Blake told of the 
investment opportunity was required to invest more than they were comfortable with, or invest 
anythmg at all for that matter. 

Mr. Blake also provided his broker-dealers with repeated written documentation of 
Longest Drive’s activities, on his yearly Outside Business Activities forms. 

Nor did Mr. Blake ever engage in activities, including Longest Drive activities, after his 
broker-dealer instructed him not to. Indeed, neither of Mr. Blake’s broker-dealers ever told him 
to stop his activities with Longest Drive. And definitely neither of them told Mr. Blake that what 
Longest Drive was doing constituted securities transactions. 

And Mr. Blake never recruited other registered individuals to sell Longest Drive 
investments. 

Finally, Mr. Blake never misled either of his broker-dealers about the existence of his 
Longest Drive activities. He disclosed Longest Drive, and what it was doing, every year on his 
Outside Business Activities forms. 
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In light of all of the foregoing, Mr. Blake believes that a sanction of suspension for 60 
days, beginning retroactively from April 1, as well as a monetary fine of $4,999, is appropriate. 

Thank you for your consideration, Ms. Barnhill, and I look forward to hearing back from 
you soon. 

Sincerely, 

BUCHALTER NEMER 
A Professional Corporation 

Roger W. Hall 

RWHjkg 

cc: Mr. Michael Blake (via e-mail only) 
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FINAN- INDUSTRY REGULATORY AUTHORITY (PINRA) 
NOTICE OF COMPLAINT 

Disciplinary Proceeding No. 20100217105-01 
Date: March 21,2013 

TO: Michael J. Blake . 

do Roger W. Hall, Esq. 
BuchalterNemer 
16435 North Scottsdale Road, Suite 440 
SCOttsdalc, A2 85254-1754 

. .  
FROM FINRA District No, 3 - Denver 

Department of Enforcement 
4600 S. Syracuse Street, Suite 1400 
Denver, CO 80237 

You are notified that a Complaint has been issued by the Department of Enforcement, a copy of 

which is attached, alleging that you have violated certain FINRA Rules, NASD Rules, NYSE 

Rules, Municipal Securities Rulemaking Board Rules and/or provisions of the federal securities 

laws. 

All individual Respondents named in this proceeding are reminded of the requirement to update 

immediately their Uniform Application for Securities Industry Registration or Transfer (Form 

U4) upon receipt of this Notice of Complaint to reflect that they have been named a Respondent 

in this Complaint. Any firm named in this proceeding is reminded of the requirement to update 

h e d i a k l y  its ZJuifonn Application for Broker-Dealer Registration (Form BD) upon receipt of 

tbis Notice of Complaint to reflect that it has been named a Respondent in this Complaint, In 

addition, you are required during the pendency of this proceeding to notify immediately this 

office and the Office of Hearing Officers, in writing, of any change in your address, 
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ANSWER: Pursuant to FINRA Rule 92 15 of FINRA's Code of Procedure, you are required 

within 28 days after service of this Complaint upon you, by no Iater than April 17,2013, to 

answer this Complaint, in the manner and form described by FINRA Rule 921 5, and to serve 

your Answer to the Complaint on all other parties pursuant to FINRA Rule 9133. Service of 

your Answer to the Department of Enforcement should be made to Helen Barnhill, Senior 

Regional Counsel, at the address referenced above. At the time of such service upon all parties, 

you are dso required to file the signed original and three copies of your Answer with the Office 

of Hearing Officers pursuant to FINRA Rules 9135,9136, and 9137. Filing of your Answer with 

the Office of Hearing Officers should be directed to the Office of Hearing Officers, FINRA, 1735 

K Street, N. W., 2"d Floor, Washington, D.C. 20006, telephone (202) 728-8008, or you may file 

your Answer electronically: 0HOCaseFilinas~finra.org. Papers are deemed timely filed with 

the Office of Hcaring Officers if received by the Office of Hearing Officers within the specified 

time period. 

The Answer must admit, deny or state that you do not have or are unable to obtain sufficient 

information to admit or deny each allegation in the Complaiut. Any affirmative defense must be 

stated in the Answer. Pursuant to FINRA Rule 9215(c), if you file a motion for a more definite 

statement, it must accompany your Answer. 

Pursuant to FINRA Rule 922 1, your Answer must specifidly state whether you request a 

hearing on the allegations of the CompIaint or whether you waive a hearing. The Office of 

Hearing Officers will later notify you of the hearing date and location. If you waive a hearing, a 

hearing may nevertheless be ordered pursuant to FINRA Rule 922 1 (b) or (0). If no hearing is 
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ordered, the Office of Hearing Officers will noti@ you concerning your opportunity to submit 

documentary evidence for consideration. 

If the Complaint alleges at least one muse of action hyolving a violation of a statute or rule 

described in FINRA Rule 9 120(u) relating to the quotation of securities, execution of 

transactions, reporting of transactions or other specified trading practice rules, you may propose 

. 

that the Chief Hearing Officer select one of the panelists for your hearing from the Market 

Regulation Committee. 

INSPECTION AND COPYING OF DOCUMENTS IN POSSESSION OF STAFF: You are 

hereby advised that, pursua@ to FINRA Rule 9251, unless otherwise provided, no later than 21 

days after the filing date of your Answer (or, if there are multiple Respondents, not later than 21. 

days after the filing of the last timely Answer), the Department of Enforcement shall commence 

making available for inspection and copying by any Respondent, certain documents prepared or 

obtained by the Department of Enforcement in connection with the investigation leading to the 

institution of these proceedings. In that regard, contact Helen Barnhill to make arrangements. 

Please note that a Respondent shall not be given custody of the documents or be permitted to 

remove them from the offices of FINRA. However, a Respondent may obtain a photocopy of 

any documents made available for inspection; *the Respondent shall pay the cost o f  any such 

copying of documents. 

OFFER OF SE?TLEMENT: Pursuant to FMRA Rule 9270, you may propose a written Offer of 

Settlement at any time. You may obtain the required format fiom the abovelnamed staff 
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attorney. Discussions with the staff concerning possible settlement or the submission of an Offer 

do not relieve you of the obligation to timely file an Answer to the charges. 

P-Y DISTRICT COMMITTEE: The Department of Enforcement has proposed District 

No. 3 as the Primary District Committee for this proceeding based on the following factors: 

Respondent Michael J. Blake is located in District No. 3 and the dleged violations occurred in 

that District. You may propose the same or another District as the Primary District Committee 

for this proceeding, with the filing of your Answer, The Office of Hearing Officers will 

designate, pursuant to FINRA Rule 9232(c), the Primary District Committee, 

PROPOSED HEARING LOCATION: The Department of Worcement has proposed Phoenix, 

Arizona, as the appropriate location for any hearing in this proceeding. Pursuant to FINR4 Rule 

9221, you may propose an appropriate location for any hearing, with the filing of your Answer. 

The assigned Hearing Of'ficer will designate, pursuant to FINRA Rule 9221(d), the location of 

, 

any hearing. 

REPRESENTATION: Pursuant to FINRA Rule 9141, any Respondent may be represented by an 

attorney. Alternatively, an individual may appear on his own behale a member of a partnership 

may represent the entity; and a bona fide officer of a Corporation, trust or association may 

represent the entity. 
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NOTICE OF APPEARANCE You are advised that the Department of Enforcement is 

represented in this matter by Helen Barnhill, S d o r  Regional Counsel, FINRA Department of 

Enforcement, 4600 S. Syracuse Street, Suite 1400, Denver, CO 80237, (303) 446-3100. 

GOVERNINC3 RULES: You are directed to FINRA Rule 9000, et seq., 

httu://finra.com~linet.com, for additional pertinent rules governing these proceedings. 

Senior Regional Counsel 
FINRA Department of Enforcement 

Enclosure: Complaint 
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FINANCIAL INDUSTRY REGULATORY AUTHORITY 

OFFICE OF HlEARING OFFICERS 

Department of Enforcement, 

Compiainant, 

V. 

Michael James Blake (0 No. 2022161), 

Respondent. 

DISCIPLINARY PROCEEDING 
No. 2010021710501 

COMPLAINT 

The Department of Bnforcement alleges: 

SUMMARY 

1. Respondent Michael James Blake, acting outside the course and scope of his 

employment with his employing member firms, participated in private securities 

transactions involving the investment of more than $3.2 million by approximately 

twenty-eight investors in three investment contracts, without providing prior written 

notice to his firms of  his proposed roles in the transactions. As a result of the 

foregoing, the Respondent violated NASD Conduct Rules 3040 and 21 10. 

2. On numerous forms, Respondent misled his employing member firms regarding his 

involvement in the foregoing private securities transactions and his participation in 

the outside business activity through which the transactions were effected, in 

violation of NASD Conduct Rule 21 10 and FINRA Rule 2010. 
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3. Finally, Respondent failed to disclose a separate, related outside business activity to 

his employing member firm, in violation of NASD Conduct Rules 3030 and 21 10 and 

F’INRA Rule 20 10. 

RESPONDENT AND JURISDICTION 

4. The Respondent entered the securities industry in or about December 1989 as an 

associated person of ELA, a FINRA member. He became registered with that firm 

(which had since changed its name to Ax) as an Investment Company and Variable 

Contracts Products Representative and Principal in February 1990 and January 1996, 

respectively, as a General Securities Representative in June 1999 and as a General 

Securities Principal in December 1999. 

5. On November 1,2002, the Respondent became registered with FI[NIRA member fum 

Carillon Investments, Inc. (“Carillon”) in each of the foregoing capacities. 

Respondent’s association w i ~  Carillon ceased on or about June, 2006 when these 

same registrations were transferred to h e r i t a s  Investment Corporation (“heritas”). 

6. The Respondent is currently registered with h e r i t a s  in those same capacities. 

7. Under Article V, Section 2 of F m ’ s  By-Laws, FINM has jurisdiction to file this 

action because the Respondent is currently registered and associated with heritas, a 

FINRA member; and the Complaint charges him with misconduct committed while 

he was registered or associated with FINRA member firms. 
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, FIRST CAUSE OF ACTION 
Selling Away (Private Securities Transactions) 

(NASD Conduct Rules 3040 and 21 10) 

8 

8. The Department realleges and incorporates by reference paragraphs 1 through 7 

above. 

9. In or about April 2002, the Respondent formed an LLC so that he and three 

colleagues could pool .funds to invest in commeicial real estate projects. 

10, In October 2002, the Respondent notified Carillon of the existence of the LLC in a 

letter dated October 16,2002 and an Outside Business Activity Questionnaire (“OBA 

Form”) which he submitted on or about October 21,2002. In the two documents, 

Respondent disclosed the business as a “private investment” in comercial real estate 

development by him and four friends, two of whom were former clients of ELA. He 

further disclosed that he would not spend any time on the business, in which he had a 

twenty-percent interest and that he received no compensation fiom the business. 

Respondent fuaher represented that, after the LLC selected a particular real estate 

project, its members would each write a check to the LLC and Respondent, who had 

signatory authority for the LLC’s bank account, would in turn write a check to the 

real estate development project on behalf of the LLC. The outside business activity, 

as disclosed, was approved on October 16,2002 by Carillon’s Chief Compliance 

officer. 

1 1. By the summer of 2007, the LLC’s size and scope had expanded beyond the several 

individuals who initially formed the entity, in that approximate1y twenty-five 

individuals, who were not members of the LLC, had provided funds to the LLC to 

make investments in red estate development projects through the LLC. None of 
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these individuals signed a membership agreement with the LLC, and the LLC’s 

Operating Agreement was never amended to reflect the addition of new members. 

12. Between approximately February 2006 and June 2007, the LLC invksted 

approximately $3,200,000 in real estate properties being developed by GC, a real 

estate development enterprise organized as a limited liability company. The invested 

funds were provided by twenty-eight investors as follows: six persons invested 

$250,000 in Development 1 between August and November 2006; three persons 

invested $200,000 in Development 2 in October and November 2006 and twenty- 

three persons invested approximately $2,755,000 in Development 3 between 

February 2006 and June 2007 (collectively, the “LLC Investments.”). Twelve of 

these investors were customers of Carillon and/or Ameritas at the time of their 

respective investments. The Respondent personally invested in each of these three 

projects. 

13. Respondent participated in the sale of the LLC Investments by soliciting investors, 

receiving, processing and forwarding the funds that were invested, providing the 

investors with documentation evidencing their investments, functioning as the point 

of contact between the investors and GC, apprising the investors of the status of the 

LLC Investments and causing the preparation of Schedule K1 forms. 

14. The Respondent completed Ameritas Annual Compliance Questionnaires 

(“Questionnaires”) on September 18,2006, October 1, 2007, July 3 1,2008 and June 

28,2009. In each of the Questionnaires, the Respondent answered “yes” when asked 

if he understood he was not permitted to commingle his funds with a client’s funds 

and that he was not to accept a client’s check made payable to him or any entity or 
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person associated with him for a securities transaction. Even after answering ' ~ e s "  

to these questions on September 18,2006, the Respondent continued to accept checks 

made payable to the LLC and in October and November 2006, he commingled his 

funds with client's funds in the LLC's bank account. 

15. Each investment of funds in the LLC was the purchase of a security in the form of an 

investment contract. The LLC was a common enterprise in which investor funds were 

pooled. The investors' returns were to be derived wholly fkom the efforts of the LLC 

and CC> the entity in which their pooled funds would be invested by the LLC. 

16. Respondent effected the LLC Investments outside the regular come and scope of his 

employment with Carillon and Ameritas. Therefore, the transactions are private 

securities transactions. 

17. The Respondent never advised Carillon or heritas orally or in writing that he was 

participating h the private securities transactions described above. To the contrary, 

as set forth below, between 2006 and 2008, he indicated each year, in annual 

compliance questionnaires, that he had not engaged in private securities transactions. 

18. GC filed for bankruptcy in 2009. To date, none of the investors in the LLC 

Investments have received a return of their principal or any interest or otha 

payments. 

19. As a result of the foregoing, the Respondent participated in private securities 

transactions without providing to Ameritas and Ca$lon prior written notice in the 

form required by NASD Conduct Rule 3040, as required by NASD Rule 3040(b). He 

therefore violated NASD Conduct Rules 3040 and 21 10. 

5 
ACC000149 

FILE #&I51 

-- --. L. - .....-..- ... ...... .. . . ..... . ..... ._. . -.-..... . _ .  .... . , . . .... ... ..... .. . ... ........ .. ..=. ... . - -  , . =. 



SECOND CAUSE OF ACTlON 
(Providing False Information to Member Firm Employer and Omitting to Correct 

Inaccurate Information) 
(NASD Rule 21 10 and FINRA Rule 201 0) 

20. The Department realleges and incorporates by reference paragraphs 1 through 19 

above. As noted above, the Respondent completed Questionnaires on September 

2006, October 1,2007, July 3 1,2008 and June 28,2009. In each of the 

Questionnaires he falsely answered “no” when asked if he had engaged in private 

securities transactions. 

2 1. The Respondent did disclose the LLC as an outside business in OBA Forms on 

August 31,2003, September 8,2004, March 14,2005 and October 1,2007. 

22. However, the Respondent did not disclose the LLC as an outside business in OBA 

Forms which he completed on September 18,2006 and July 3 1,2008, inquiring into 

all of his outside business activities. 

23. The size, scope and activity of the LLC changed significantly after Respondent’s 

initial disclosure in 2002 that he and four friends had formed an entity to invest in 

commercial real estate. By 2007, the LLC had become an investment vchicle for 

approximately 25 other individuals to pool funds for investments in various real estate 

development projects and Respondent was substantially involved in this expanded 

business. These changes caused the initial disclosure to become inaccurate and, given 

the nature and extent of its activities, misleading. Respondent did not amend or 

update the outside business disclosure concerning the LLC at any time. 

24. By providing Mse and incomplete information on compliance questionnaires and by 

failing to update and conect his outside business disclosure, as described above, 
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Respondent misled Ameritas. By misleading the firm, the Respondent deprived his 

employer of information that could have resulted in the detection of his participation 

in private securities transactions, notwithstanding his failure to make an affirmative 

disclosure in the Questionnaires. 

. 25. By providing false and misleading information to Amwitas fkom September 2006 

through December 14,2008, Respondent violated NASD Conduct Rule 21 10. By 

providing false and misleading information to h e r i t a s  &om December 15,2008 

through June 28,2009, Respondent violated FINRA Rule 2010. 

THIRD CAUSE OF ACTlON 
Outside Business Activities--Failure to Comply with Rule Requirements 

(NASD Conduct Rules 3030 and 21 10 and FINRA Rule 201 0) 

26. The Department realleges and incorporates by reference paragraphs 1 through 25 

above. 

27. R xpondent caused a second limited liability company to be created and to be 

incorporated in Arizona on or about November 29,2006 (“LLC IP). Respondent was 

the Managing Member of LLC II, owning twenty percent or more of the business. 

LLC II was set up so that any investments made after Development 3 would be made 

through that entify instead of the first LLC. Respondent closed LLC 11 in or about 

November 2010. 

28. The Respondent failed to provide Ameritas with any notice at all, including written 

notice, of LLC u[. 

29. As to conduct occurring from November 29,2006 through December 14,2008, the 

Respondent’s failure to provide prompt written notice of LLC I1 to h e r i t a s  violated 

7 
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NASD Conduct Rules 3030 and 21 10. As to conduct occurring from December 15, 

2008 through November 30,201 0, the Respondent's failure to provide prior written 

notice of LLC II to Ameritas violated NASD Conduct Rule 3030 and FlNRA Rule 

20 10. 

RELIEF REQUESTED 

WH.EiFEFOR.E, the Department respectfully requests that the Panel: 

A. make findings of fact and conclusions of law that Respondent committed the 

violations charged and alleged herein; 

order that one or more of the sanctions provided under FINRA Rule 83 1 O(a) be 

imposed, including that Respondent be required to disgorge fully any and all ill- 

gotten gains and/or make full and complete restitution, together with interest; and 

3. 

C. order that Respondent bear such costs of proceeding as are deemed fair and 

appropriate under the circumstances in accordance with FINRA Rule 8330. 

FINRA DEPARl" OF ENFORCEMENT 
, 

Senior Regional Counsel 
Jacqueline D. Whelm 
Regional Chief Counsel 
FINRA Department of Enforcement 
4600 S. Syracuse St., Suite 1400 
Phone: 303 446-3 1 11 
Facsimile: 303 446-3 150 
helen.bamhill@fma.org 
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L I .  

Index of Initials 

ELA 

Ax Ax19 Advisors, LLC 

The Equitable Life Assurance Society of the United States 

LLC The Longest Drive LLC 

GC Grace Communities 

LLC II 

Development 1 

The Longest Drive 11, LLC 

Deer Park Town Center 

Development 2 

Development 3 

Romeoville Office Investors, LLC 

Burr Ridge Office Investors, LLC 
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I FINRA 
OFFICE OF H’JZARING OFFICERS 

Department of Enforcement, 

Complainant, 

V. 

Michael James Blake, 
(CRD No. 2022161), 

Respondent. 

Disciplinary Proceeding 
NO. 201 0021 7 105-01 

Hearing Officer: 

CERTIFICATE OF SERVICE 

Date: March 21,2013 

# 

I hereby certify that on this 21st day of March, 2013, I caused copies of .the foregoing Complaint, 

Notice of Complaint and Index of Initials, to be sent by regular US. Postal Service fist class 

mail, and by certified mail, return receipt requested, to Respondent Blake in care of his attorney, 

Roger W. Hall, at his address of 16435 North Scottsdale Road, Suite 440, Scottsdale, Arizona 

85254-1754, I further certify that on the same date I caused copies of the aforementioned 

documents to be sent via electronic mail and U.S. Postal Service first class mail to FINRA Office 

of Hearing Officers, 1801 K Street N.W., Washington, DC 20006. 

Jenee’Wbd I 

Seattle, WA 98101 
Phone: (206) 624-0790; Fax (206) 623-251 8 
Jenee.ward@finra. ore, 
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FINANCIAL INDUSTRY REGULATORY AUTHC ___ - - 
OFFICE OF HEARING OFFICERS 

Department of Enforcement, 

Complainant, 

V. 

Michael James Blake (CRD No. 2022161), 

Respondent. 

DISCIPLINARY PROCEEDING 
No. 2010021710501 

ANSWER OF 
MICHAEL JAMES BLAKE 

Respondent Michael James Blake, answering the Complaint, hereby admits, 

denies, and asserts as follows: 

PRELIMINARY STATEMENT 

Every year since 2002, the inception of the LLC described in the Complaint 

(Longest Drive, LLC), Mr. Blake advised his broker-dealer, through his outside-business- 

activity reports, of the existence of Longest Drive, the activities that Longest Drive was 

engaging in, and that he was receiving absolutely no compensation for his activities in 

Longest Drive. 

At no time did any of Mr. Blake's broker-dealers ever advise Mr. Blake that the 

real-estate investments in question constituted dealing in securities. The fact that he told 

his broker-dealers what he was doing and they never told him that he was dealing in 

securities was the primary reason why Mr. Blake did not think that those real-estate 

investments constituted dealing in securities. Had any of his broker-dealers ever raised a 

red flag, or even hinted that his activities constituted dealing in securities, he certainly 

would have taken actions different from those he actually took. 

-1- 
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Moreover, each and every investor was granted a membership interest in Longest 

Drive and provided with subscription agreements for their investments. Each of those 

subscription agreements contained language stating that the entities being invested in 

“have informed me [Longest Drive] that the Interest [Le., the investment] will 

registered pursuant to the Securities Act of 1933, as amended (the ‘Act’), or under 

Arizona or any other state’s securities laws based upon your [the entity being invested 

in’s] belief that the Interests are not ‘securities’ as defined under the Act, or even if so 

defined, the sale to me [Longest Drive] qualifies for an exemption from the registration 

requirements of said federal and state securities laws.” Copies of each of those 

subscription agreements are attached here to as Exhibit A. 

[sic] be 

Since none of his broker-dealers ever advised Mr. Blake that the real-estate 

investments were securities, and since the entities being invested in each stated, in 

writing, that the investments were not securities, Mr. Blake had no reason whatsoever to 

believe that those investments were securities. 

Further, the nature of Longest Drive and what Mr. Blake did with Longest Drive 

never changed. In 2002, he disclosed to his broker-dealer at the time, Carillon 

Investments, Inc., that he had formed Longest Drive with four colleagues, to invest in 

commercial real-estate projects. Although in subsequent years Longest Drive grew in 

size. the nature of its activities never changed. It was still a way for individuals to invest 

in commercial red-eptate projects. Since the nature and activities of Longest Drive never 

changed, MI. Blake had no reason to believe that a different disclosure was necessary 

merely because the membership of Longest Drive had grown. 

Perhaps most importantly, Mr. Blake never received any compensation for his 

activities with Longest Drive. 

B 9 8 8 3 . W  13770823~ I 
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Mr. Blake was not compensated when he brought new investors to Longest Drive. 

He was not compensated when those investors invested in the different real-estate 

projects. And he was not compensated by Longest Drive for the work he did on behalf of 

Longest Drive. Neither he nor Longest Drive received any commission, handling fees, or 
profited in any way from the real-estate projects, other than any return on investment 

from the projects themselves. 

And Mr. Blake had investments in Longest Drive’s real-estate projects just like the 

other investors did. So the investment made money, he and the other investors made 

money. So if the investments lost money, he, along with the other investors, did too. 

Regarding the second LLC, Longest Drive I1 (referred to as “LLC II” in the 

Complaint), that entity never made any investments, and as such was not required to be 

disclosed as an outside business activity. 

SUMMARY 
1. Mr. Blake denies the allegations contained in the paragraph 1 of the 

Complaint. Mr. Blake affirmatively asserts that he only brought $1.7 million of money 

into Longest Drive for investment, not the $3.2 million alleged in paragraph 1. 

Mr. Blake further affmatively asserts that he did not violate NASD Conduct Rule 

3040 because he did not engage in any “private securities transaction[s].” Transactions 

“for which no associated person receives selling compensation’, are specifically excepted 

from the definition of “private securities transaction.” See NASD Conduct Rule 

3WO(e)( 1). And Mr. Blake did not receive any compensation whatsoever for his 

activities with Longest Drive. 

Mr. Blake additionally affmatively asserts that he did not violate NASD Conduct 

Rule 21 10. Sub-rule 2 1 10- 1 is “reserved,” and contains no actual text. There is no sub- 

rule 21 10-2. And sub-rule 21 10-3 concerns “front running,” which is not alleged 

anywhere in the Complaint. 
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2. Mr. Blake denies the allegations contained in paragraph 2 of the Complaint. 

Indeed, Mr. Blake affirmatively asserts that what he did with Longest Drive in 2002 and 

disclosed to Carillon as an outside business activity was no different than what he did 

with Longest Drive in subsequent years. Neither Carillon nor its successor, Ameritas 

Investment Corporation, ever notified Mr. Blake that his activities with Longest Drive 

were improper in any way or that the investments constituted securities. 

Mr. Blake further affirmatively asserts, for the reasons set forth in paragraph 1 , 

above, that he did not violate NASD Conduct Rule 2 1 10, because that rule addresses 

front running, which is not alleged in the Complaint. 

Mr. Blake additionally affirmatively asserts that he did not violate FINRA Rule 

2010. Mr. Blake at all times followed the disclosure requirements of FINRA and his 

broker dealers and “observe[d] high standards of commercial honor and equitable 

principles of trade.” 

3. Mr. Blake denies the allegations contained in paragraph 3 of the Complaint. 

Mr. Blake affirmatively asserts that he and his wife’s trust was the only member of 

Longest Drive 11. Further, Longest Drive I1 had no checkbook or checking account, and 

was not formed to or ever made any investments. As such, Mr. Blake was not required to 

disclose Longest Drive I1 to his broker-dealer. 

Mr. Blake further affiiatively asserts that he did not violate NASD Conduct Rule 

3030. As an initial matter, that Rule is no longer applicable as it has been superseded. 

To the extent the Complaint purports to claim that Mr. Blake violated FINRA Rule 

3270-which is not alleged-Mr. Blake did not violate that rule either. FINRA Rule 

3270 states that with regard to an outside business activity, a person may not be 

“compensated, or have the reasonable expectation of compensation. , . unless he or she 

has provided prior written‘notice to the member, in such form as specified by the 

member.” Here, Mr. Blake was not compensated-but he provided written notice to his 

broker-dealers anyway-on their specified electronic forms. And his outside business 

activities were approved, every time, by his broker-dealers. Moreover, the broker-dealers 

-4- 

ACCOOOI 27 
FILE #8451 



never raised any red flags as to those outside business activities, or advised him that those 

activities were, or could be considered, private securities transactions. 

Mr. Blake additionally affirmatively asserts that for the reasons set forth in 

paragraph 1. above, he did not violate NASD Conduct Rule 2 1 10 because that rule 

addresses front running, which is not alleged in the Complaint. 

Mr. Blake also affirmatively asserts, that he did not violate FINRA Rule 2010. 
Mr. Blake at all times followed the disclosure requirements of FINRA and his broker 

dealers, and “observe[d] high standards of commercial honor and equitable principles of 

trade.” 

RESPONDENT AND JURISDICTION 

4. Mr. Blake admits the allegations contained in paragraph 4 of the 

Complaint. 

5 .  Mr. Blake admits the allegations contained in paragraph 5 of the 

Complaint. 

6. Mr. Blake denies the allegations contained in paragraph 6 of the Complaint. 

A copy of Mr. Blake’s resignation letter from Ameritas is attached hereto as Exhibit B. 

7. Mr. Blake denies the allegations contained in paragraph 7 of the Complaint. 

As set forth in paragraph 6, Mr. Blake has resigned from Ameritas. 

FIRST CAUSE OF ACTION 
Selling Away (Private Securities Transactions) 

(NASD Conduct Rules 3040 and 21 10) 

8. Mr. Blake incorporates by reference his responses to paragraphs 1-7 of the 

Complaint as if fully set forth herein. 
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9. Mr. Blake admits the allegations contained in paragraph 9 of the 

Complaint. 

10. Mr. Blake admits the allegations contained in the first sentence of 

paragraph 10 of the Complaint. Answering the second sentence, Mr. Blake admits that 

he formed Longest Drive with four friends. Mr. Blake affirmatively asserts that the full ' 

text of item 3 from the OBA Form in question is as follows: "Investment in commercial 

real estate development. Private investment." Mr. Blake admits that two of Longest 

Drive's original members were also clients of The Equitable Life Assurance Society of 

the United States. Mr. Blake denies any remaining allegations contained in the second 

sentence of paragraph 10. Answering the third sentence of paragraph 10, Mr. Blake 

asserts that item 11 of the OBA Form in question speaks for itself. Mr. Blake 

affimatively asserts that his interest in Longest Drive's initial investment was 20%. Mr. 

Blake admits that he received no compensation from Longest Drive. Mr. Blake denies 

any remaining allegations contained in the third sentence of paragraph 10. h4r. Blake 

admits the allegations contained in the fourth and fifth sentences of paragraph 10. 

1 1. Mr. Blake denies the allegations contained in the first sentence of paragraph 

11 of the Complaint. Mr. Blake affirmatively asserts that the additional individuals 

referred to in paragraph 1 1 received Internal Revenue Service forms K- 1 from Longest 

Drive, which indicates they were members of Longest Drive. Copies of those K-1s are in 

FINRA's possession. Answering the second sentence of paragraph 1 1, Mr. Blake admits 

that the individuals referred to in paragraph 11 were not given membership agreements 

for Longest Drive, but affirmatively asserts that each individual was provided with a copy 

of Longest Drive's Operating Agreement, operating agreements of the projects the 

individuals were investing in, and as mentioned above, received K-1s indicating 

membership income from Longest Drive. 
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12. h4r. Blake admits the allegations contained in paragraph 12 of the 

Complaint. Mr. Blake affirmatively asserts, however, that as set forth in paragraph 1 

above, he only brought $1.7 million of money into Longest Drive. The remaining !§ 1.5 

million in investments was brought in by other members of Longest Drive. 

13. Answering paragraph 13 of the Complaint, Mr. Blake denies that he ever 

engaged in “soliciting investments” for Longest Drive. Mr. Blake further denies that he 

engaged in “apprising the investors of the status of the LLC investments.” h4r. Blake 

merely passed along information that Longest Drive received from Grace Communi ties, 

which itself was apprising its own investors of the status of the various developments. 

Mr. Blake admits the remaining allegations contained in paragraph 13. Mr. Blake further 

affirmatively asserts, however, that the allegation in paragraph 13 that he caused “the 

preparation of Schedule K 1 forms” contradicts the assertion in paragraph 1 1 that the 

additional individuals referred to in paragraph 11 “were not members of the LLC.” 

14. Mr. Blake admits the allegations contained in the first sentence of 

paragraph 14 of the Complaint. Answering the second sentence of paragraph 14, as 

detailed in the Preliminary Statement to this Answer, Mr. Blake never believed, and had 

no reason to believe, that anything Longest Drive was doing constituted a “securities 

transaction.” Every year, Mr. Blake disclosed to Carillon, and later Ameritas, that the 

activities Longest Drive was engaged in, his involvement in Longest Drive, and the fact 

that he received no compensation for Longest Drive’s activities or his involvement in 

Longest Drive. And every year, Carillon, and later Ameritas, approved his involvement 

with Longest Drive. Neither of those broker-dealers ever stated, or even hinted, that Mr. 

Blake was, or could be perceived to be, engaging in “securities transactions.” Moreover, 

the activities of Longest Drive never changed after those activities were initially 

approved by Carillon in 2002. Because of that, Mr. Blake believed that he was answering 

honestly and accurately on his Questionnaires when he stated that he was not 
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commingling his funds with a client’s funds “for a securities transaction.’, Mr. Blake 

denies any further allegations or implications contained in paragraph 14. 

15. Mr. Blake denies the allegations contained in the first sentence of paragraph 

15 of the Complaint. Mr. Blake affirmatively asserts, as repeatedly stated above, that he 

did not believe, and had no reason to believe, that the real-estate investments made by 

Longest Drive were securities. Mr. Blake admits the remaining allegations contained in 

paragraph 15. 

16. h4r. Blake admits the allegations contained in the first sentence of 

paragraph 16 of the Complaint, but affiiatively asserts that he “effected the LLC 

investments” under the written approval of his OBA Forms, first by Carillon and then by 

Ameritas. Mr. Blake denies the allegations contained in the second sentence of 

paragraph 16. 

17. Mr. Blake denies the allegations contained in paragraph 17 of the 

Complaint. Mr. Blake affiiatively asserts, again, that he did not believe, and had no 

reason to believe, that the real-estate investments ma& by Longest Drive were securities. 

18. Mr. Blake admits the allegations contained in paragraph 18 of the 

Complaint, but affmatively asserts that the Grace Communities projects are still active, 

and so the potential for additional returns on investments still exists. 

19. Mr. Blake denies the allegations contained in paragraph 19 of the 

Complaint. Mr. Blake affirmatively asserts, yet again, that he did not believe, and had no 
reason to believe, that the real-estate investments made by Longest Drive were securities. 

Mr. Blake further affmatively asserts that he did not violate NASD Conduct Rule 

3030. That Rule is no longer applicable and has been superseded. To the extent the 

Complaint purports to claim that Mr. Blake violated FINRA Rule 3270-which is not 
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alleged-Mr. Blake did not violate that rule either. FINRA Rule 3270 states that with 

regard to outside business activities, a person may not be “compensated, or have the 

reasonable expectation of compensation . , . unless he or she has provided prior written 

notice to &e member, in such form as specified by the member.” Here, Mr. Blake was 

not compensated-but he provided written notice to his broker-dealers anyway-on their 

specified electronic forms. And his outside business activities were approved, every 

time, by his broker-dealers. Further, his broker-dealers were never even hinted that Mr. 

Blake’s outside business activities might be in any way improper, or that those activities 

were, or could be considered, private securities transactions. 

Mr. Blake additionally affirmatively asserts that for the reasons set forth in 

paragraph 1, above, he did not violate NASD Conduct Rule 2 1 10 because that rule 

addresses front running, which is not alleged in the Complaint. 

SECOND CAUSE OF ACTION 
(Providing False Information to Member Firm Employer and Omitting to Correct 

Inaccurate Information) 
(NASD Rule 21 10 and FINRA Rule 2010) 

20. Answering the first sentence of paragraph 20 of the Complaint, Mr. Blake 

incorporates by reference his responses to paragraphs 1-20 of the Complaint as if fully set 

forth herein. Mr. Blake admits the allegations contained in the second sentence of 

paragraph 20, but affirmatively asserts, as set forth repeatedly above, that he did not 

believe, and had no reason to believe, that the real-estate investments made by Longest 

Drive were securities. Mr. Blake denies any remaining allegations or implications 

contained in paragraph 20. 

2 1. Mr. Blake admits the allegations contained in paragraph 2 1 of the 

Complaint. 
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22. Mr. Blake denies the allegations contained in paragraph 22 of the 

Complaint. Although he does not have access to the RegEd system to get copies of his 

2006 and 2008 OBA Forms, he believes that Ameritas has such access. There is no 

logical reason why Mr. Blake would disclose Longest Drive in 2002 through 2005, stop 

for a year in 2006, disclose again in 2007, and then stop again in 2008. As Mr. Blake 

testified at his FINRA interview on January 19,2012, and as this office explained in its 

February 14,2012 letter to FINRA, Mr. Blake completed two sets of forms through the 

RegEd system each year: a compliance form and an outside-business-activities form. It 

may be the case that regarding Mr. Blake, Ameritas has provided the compliance forms 

but not the outside business activity forms for 2006 and 2008. Moreover, Mr. Blake’s 

broker-dealers never inquired about or asked for missing OBA Forms for 2006 or 2008, 
which indicates that the broker-dealers in fact already had those forms. 

23. Mr. Blake denies the allegations contained in the first sentence of paragraph 

23 of the Complaint. Mr. Blake affmatively asserts that neither the “scope” nor 

“activity” of Longest Drive changed at all from its inception in 2002, much less changed 

“significantly.” Answering the second sentence of paragraph 23, Mr. Blake admits that 

by 2007, Longest Drive had become an investment vehicle for approximately 25 other 

individuals. Mr. Blake denies any remaining allegations contained in the second sentence 

of paragraph 23. Mr. Blake affmatively asserts that he was not “substantially” involved 

in Longest Drive, or that Longest Drive was an “expanded business.” Mr. Blake denies 

any remaining allegations contained in paragraph 23 of the Complaint. 

24. Mr. Blake denies the allegations contained in paragraph 24 of the 

Complaint. 

25. Mr. Blake denies the allegations contained in paragraph 25 of the 

Complaint. Mr. Blake affirmatively asserts that for the reasons set forth in paragraph 1, 

above, he did not violate NASD Conduct Rule 2 1 10, because that rule addresses front 
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running, which is not alleged in the Complaint. Mr. Blake additionally affirmatively 

asserts that he did not violate FINRA Rule 2010. All information provided on his OBA 

Forms was completely accurate, and Mr. Blake at all times followed the disclosure 

requirements of FINRA as well as his broker dealers, and “observe[d] high standards of 

commercial honor and equitable principles of trade.” 

THIRD CAUSE OF ACTION 

(Outside Business Activities-Failure to Comply with Rule Requirements 
(NASD Conduct Rules 3030 and 21 10 and FINRA Rule 2010) 

26. Mr. Blake incorporates by reference his responses to paragraphs 1-25 of the 

Complaint as if fully set forth herein. 

27. Upon information and belief, Mr. Blake admits the allegations contained in 

the first sentence of paragraph 27 of the Complaint. Answering the second sentence of 

paragraph 27, Mr, Blake admits that he was the manager of Longest Drive 11, but denies 

that he was the “managing member.” Mr. Blake denies that he owned twenty percent or 

more of Longest Drive 11. Mr. Blake affirmatively asserts that the only member of 

Longest Drive I1 was “The Michael J. Blake and Janice L. Blake Trust.” Mr. Blake 

denies any remaining allegations contained in the second sentence of paragraph 27. h4r. 
Blake denies the allegations contained in the third sentence of paragraph 27. Mr. Blake 

affirmatively asserts that Longest Drive I1 was set up to handle personal matters for the 

Blakes. Mr. Blake admits the allegations contained in the fourth sentence of paragraph 

27. Mr. Blake denies any remaining allegations contained in paragraph 27. 

28. Answering paragraph 28 of the Complaint, Mr. Blake admits that he did not 

provide Ameritas with any notice concerning Longest Drive 11. Mr. Blake denies that 

any notice to Ameritas was necessary, however, as Longest Drive I1 was not formed to 
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make investments, never made any investments, and in fact was set up simply to handle 

personal matters for the Blakes. Mr. Blake denies any remaining allegations contained in 

paragraph 28. 

29. Mr. Blake denies the allegations contained in paragraph 29 of the 

Complaint. Mr. Blake affirmatively asserts that he did not violate NASD Conduct Rule 

3030. That Rule is no longer applicable and has been superseded. To the extent the 

Complaint purports to claim that Mr. Blake violated FINRA Rule 3270-which is not 

alleged-Mr. Blake did not violate that rule either. FINRA Rule 3270 states that with 
regard to outside business activities, a person may not be “compensated, or have the 

reasonable expectation of compensation , . . unless he or she has provided prior written 

notice to the member, in such form as specified by the member.” Here, Mr. Blake was 

not compensated-but he provided written notice to his broker-dealers anyway-on their 

specified electronic forms. And his outside business activities were approved, every 

time, by his broker-dealers. Moreover, none of his broker-dealers ever advised him that 

his outside business activities were, or could be considered, private securities 

transact ions. 

Mr. Blake additionally affmatively asserts that he did not violate F’INRA Rule 

2010. Since Longest Drive I1 was not formed to and never made any investments, Mr. 
Blake was not required to disclose it. Moreover, Mr. Blake at all times followed the 

disclosure requirements of RNRA as well as his broker dealers, and “observe[d] high 

standards of commercial honor and equitable principles of trade.” 

GENERAL DENIAL 

Any allegation in the Complaint not specifically admitted in this Answer is hereby 
denied. 

REQUEST FOR HEARING 

Pursuant to FINRA Rule 922 l(a)( 1 ), Mr. Blake hereby requests a hearing. 
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AFFIRMATIVE DEFENSES 

Mr. Bhke hereby alleges the following affirmative defenses: 

1. The Complaint fails to state a claim upon which relief can be granted; 

2. All of Mr. Blake’s outside business activities with Longest Drive were 

approved, in writing, by each of his broker-dealers. 

3. Mr. BIake was not engaged in private securities transactions because he 

never received any compensation, or had a reasonable expectation of compensation, as a 
result of his activities with Longest Drive. 

4. If Mr. Blake was engaged in private securities transactions, his broker- 

dealers had an obligation to advise him of such, and if they failed to do so, the 

responsibility for Blake’s engagement in securities transactions is with the broker-dealers 

and not Blake. 

5.  Mr. Blake never received any commissions, fees, or any other type of 

compensation whatsoever regarding his involvement with Longest Drive. 

6. Mr. Blake did not violate NASD Conduct Rule 3040 because he did not 

engage in any “private securities transaction[s]” as that term is defined in NASD Conduct 

Rule 3040(e)( I), because he did not receive any compensation, or have a reasonable 

expectation of compensation, for his actions in Longest Drive. 

7. Mr. Blake did not violate NASD Conduct Rule 21 10 because the only 

provision of that rule which exists is Rule 21 10-3, and that rule concerns front running, 

which is not alleged in the Complaint. 
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8. Mr. Blake did not violate FINRA Rule 2010 because Mr. Blake at all times 

followed the disclosure requirements of FINRA and his broker-dealers, because all of his 

OBA-Form disclosures were completely accurate, because he was not required to 

disclose Longest Drive I1 since it was not formed to and did not engage in any 
investments, and because at all times Mr. Blake “observe[d] high standards of 

commercial honor and equitable principles of trade.” 

9. Mr. Blake did not violate NASD Conduct Rule 3030 because that rule has 

been superseded and no longer exists. To the extent the Complaint purports to claim that 

Mr. Blake violated FINRA Rule 3270, that has not been alleged. Moreover, FINRA Rule 

3270 states that as to outside business activities, a person bbmay not be compensated, or 

have the reasonable expectation of compensation . . . unless he or she has provided prior 

written notice to the member, in such form as specified by the member.’, Mr. Blake was 

not compensated-but provided written notice to his broker-dealers anyway-on their 

specified electronic forms. And his outside business activities were approved, every 

time, by his broker-dealers. 

RESERVATION OF RIGHTS REGARDING OTHER AFFIRMATIVE 
DEFENSES 

Mr. Blake hereby reserves the right to assert additional affirmative defenses 

should future discovery, including but not limited to the inspection of documents 

provided by FINRA Rule 925 1, yield a basis for such affumative defenses. 
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. . '  

RELIEF REQUESTED 

WHEREFORE, having fully answered the Complaint, Blake respectfully requests: 

1 .  

2. 

3. 

That no relief be granted on the Complaint; 

That a decision be made in favor of Blake; 

That Blake recover his attorneys' fees, costs, and expenses to the extent 

permitted by law, FINRA Rules, and NASD rules. 

4. Such other and further relief as the Panel may deem just and proper. 

DATED: A w l  17,2013 

BUCHALTER NEMER 

By: 
Roger W. Hall 
16435 N. Scottsdale Road, Suite 440 
Scottsdale, Arizona 85254 
Attorneys for Respondent 
Michael James Blake 
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FINANCIAL INDUSTRY REGULATORY AUTHORITY 

OFFICE OF HEARING OFFICERS 

89883.0004 13770823vl 
I 

Department of Enforcement, 

Complainant, 

V. 

Michael James Blake (CRD No. 2022161), 

Respondent. 

DISCIPLINARY PROCEEDING 
NO. 20 1002 17 1050 1 

CERTIFICATE OF SERVICE 

I hereby certify on the 17* day of April, 2012, I caused the original and three (3) 
copies of the foregoing Complaint, to be sent electronically and via FedEx, addressed as 
follows: 

Office of Hearing Officers, FINRA 
1735 K Street, N.W., 2nd Floor 

Washington, D.C. 20006 
OHOCaseFilines @ finra.org. 

Helen Barnhill, Esq. 
Senior Regional Counsel 

Jacqueline D. Whelm, Esq. 
Regional Chief Counsel 

FINRA District No. 3 - Denver 
Department of Enforcement 

4600 S. Syracuse Street, Suite 1400 
Denver, CO 80237 

Dated: April 17,2013 

PM 
- 16- 

ACC000139 
FILE #8451 

http://finra.org


Financial Industry Regubtory Authority 

Via Facsimile Transmission and US First Class Mail 
(480) 383-1602 

November 21,2012 

Roger W. Hall, Esq. 
Buchalter Nemer 
16435 North Scottsdale Road, Suite 440 
Scottsdale, Arizona 85254-1 754 

Re: Michael Blake, Examination Number 20 1002 17 1 05 

Dear Mr. Hall: 

On November 21,2012, the staff advised you that it made a preliminary determination to 
recommend that disciplinary action be brought against your client, Michael Blake. During that 
conversation, the staff also advised you of the nature of the potential violations. Specifically, the 
staff made a preliminary determination that Mr. Blake engaged in undisclosed private securities 
transactions between approximately February 2006 and March 2007 totaling approximately $3.2 
million in the following Grace Community Properties: Burr Ridge, Romeoville and Deer Park, in 
violation ofNASD Conduct Rules 3040 and 21 10. In addition, Mr. Blake violated NASD 
Conduct Rules 3030 and 21 10 by engaging in an undisclosed outside business activity. Finally, 
MT. Blake violated FINRA Rule 201 0 and NASD Rule 2 1 10 by misleading his firm concerning 
his private securities transactions. 

Please treat this letter as written notification that your client is the subject of an investigation for 
purposes of triggering an obligation on the part of your client to update his Form U4 (Uniform 
Application for Securities Industry Registration or Transfer) as he is currently registered. 

Please also advise you that in the event your client wishes to file a ”Wells” submission indicating 
why an action should not be brought against him for some or all of the proposed alleged 
violations, it is due by December 14th and must not exceed 35 pages. Wells submissions are not 
treated as settlement documents and any statements contained therein may be used against your 
client at, among other things, a FMRA disciplinary proceeding. 

If you have any questions, please call me at (303) 446-3 1 1 1. 

Very truly yours, 

dhP”./wc/l 
Helen G. Barnhill 
Senior Regional Counsel 

cc: Director of Compliance 
heritas Investment Corporation 

Investor protection. Market integrity. 
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I6435 NORTH SCUITSDALE ROAD. SUITE 440 SCOTISDALE, ARIZONA 852543754 
TUEPHONE (480) 383- 18oO I FAX (480) 824-9400 BuchlterpT erner 

A Professit .,el Law Corporatfon 

Dircct Dial Number: (480) 383-1845 
Direct Facsimile Number: (480) 383-1602 

E-Mail Address: rhallQ bucilal/er.com 

December 28,2012 

Via FedEx and E-Mail 

Helen G. Barnhill, Esq. 
Senior Regional Counsel 
FINRA 
4600 South Syracuse Street, Suite 1400 
Denver, CO 80237 

Re: Michael Blake. Examination No. 20100217105 

Dear Ms. Barnhill: 

This will constitute 1wr. Blake‘s response to the “Wells” notification sent on 
November 21,2012. 

That letter indicates that FINRA staff has made a preliminary determination that Mr. 
Blake “engaged in undisclosed private securities transactions between approximately February 
2012 and March 2017 totaling approximately $3.2 million. . . .” 

There are several inaccurate statements in that sentence. 

First, Mr. Blake had no reason to believe that the real-estate investments in question were 
securities. 

For each of those investments, Mr. Blake’s company, Longest Drive, LLC was provided 
with a Subscription and Counterpart Signature Page for Membership Interests. Those documents 
were prepared by the individual investment entities, and countersigned by Mr. Blake on behalf of 
Longest Drive. Each and every one of those subscription agreements contains language stating 
that the investment entities “have informed me [Lmgest Drive] that the Interest will not [sic] be 
registered pursuant to the Securities Act of 1933, as amended (the ‘Act’), or under Arizona or 
any other state’s securities laws based upon your belief that the Interests are not ‘securities’ as 
defined under the Act, or even if so defined, the sale to me [Longest Drive] qualifies for an 
exemption from the registration requirements of said federal and state securities laws.” Copies 
of each of those subscription agreement letters are attachedenclosed for your convenience. 
(Copies of the Romeoville and Deer Park subscription agreements were previously provided to 
FINRA as part of my Sept. 7,2010 letter to Martha Wiseman of your office. A copy of the Burr 
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BuchalterN emer 
Helen G. Barnhill, Esq. 
December 28,20 12 
Page 2 

Ridge subscription agreement was given to Ameritas Investment Corp. for inclusion in its June 4, 
2010 letter to Ms. Wiseman, and another copy was enclosed with my Nov. 12,2012 letter to Ms. 
Susan Byford of your office.) 

Since each of the investment entities had informed Mr. Blake, in writing, that the 
interests being sold did not constitute securities, he had no reason to believe that they were 
securities. Accordingly, he did not treat them as such. 

As you are likely already aware, Longest Drive was formed simply to be an investment 
vehicle for individuals who wished to invest in a particular real-estate development but who 
might not have been able to invest the required amount otherwise. Instead of having each person 
invest in, for instance, Burr Ridge on his or her own, the person would instead write a check to 
Longest Drive, which would then pool all of the checks intended for investment in Burr Ridge 
and write a single check to Burr Ridge. As Burr Ridge paid out profits, each individual investor 
would receive an amount commensurate with his or her pro rata percentage of Longest Drive’s 
total investment in Burr Ridge. And Ivlr. Blake always made clear to the investors that Longest 
Drive was completely separate from either Carillon or Ameritas. Finally, each investor decided 
for him or herself whether to invest. Mr. Blake had no control over the money being provided 
to Longest Drive. 

Longest Drive was formed by Mr. Blake and some of his friends. And since Longest 
Drive was only investing on behalf of friends and family of its members, it did not charge any of 
those people commissions, handling fees, or in any way make a profit. h4r. Blake handled the 
investments, disbursements, and K-1s on his own, for no compensation whatsoever. Finally, 
Longest Drive is no longer making investments, and exists only to pay investors if the current 
investments should begin to turn a profit. 

In further support of Mr. Blake’s position that neither he nor Longest Drive received any 
compensation, attached/enclosed is a letter from Donald Zeleznak, the managing member of 
Grace CommunitiedGmce Capital LLC. The letter states that Longest Drive never received any 
commissions or compensation from Grace, and was not given any special treatment by Grace. 
This letter was previously provided to FINRA in my February 14,2012 letter to Susan Byford of 
your office as a follow-up to Mr. Blake’s January 19,2012 in-person examination. 

Second, the Wells letter states that Longest Drive’s transactions were “undisclosed.” 
That is also incorrect. As Mr. Blake has repeatedly stated, he always disclosed Longest Drive’s 
activities to his broker-dealer. First to Carillon Investments, Jnc., and after Carillon was acquired 
by Ameritas Jnvestments Corp., he disclosed Longest Drive’s activities to Ameritas. 

Attached/enclosed is Mr. Blake’s Outside Business Activity Questionnaire from fall 
2002, in which Longest Drive’s activities are described in detail. After reviewing that detailed 
description of Longest Drive’s activities, Carillon approved it. 
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As set forth Mr. Blake’s explanatory letter to Carillon, he received “no fees, 
compensation or additional benefit for handling investment through Longest Drive other than 
[his] proportional percentage of profit, if any is generated.” In other words, the only benefit that 
Mr. Blake would receive was the pro rata return on investment that any other investor would 
receive, since he was an investor himself. Neither he nor Longest Drive ever received any form 
of compensation for facilitating the investments in the various real-estate projects. 

And while &e -umber of Longest Drive’s investors grew as the real-estate projects 
continued to t u x  profits, the nature and manner of what Longest Drive was doing never 
changed, and neither Mr. Blake nor Longest Drive ever received any compensation. 

Mr. Blake continued to disclose Longest Drive’s activities as an outside business activity 
for every year after that, both to Carillon and to Ameritas. Ameritas has its employees submit 
their OBAs online and Mr. Blake does not have access to those electronic records, but you can 
undoubtedly receive them (if you have not already) from Ameritas. Notably, neither Carillon nor 
Ameritas ever raised red flags about Longest Drive, ever advised h4r. Blake that he was dealing 
in securities, or ever told him to cease that activity. If either of those entities had been concerned 
that one of its top-selling employees was improperIy selling securities, one or both would have 
doubtless informed Mr. Blake of that fact, if for no other reason than to protect themselves. 
Since neither Carillon nor Ameritas ever advised him to stop what he was doing, Mr. Blake 
therefore had no reason to suspect that he was doing anything which could be considered 
improper. 

Moreover, each year from 2003 to 2012 first Carillion and then Ameritas sent auditors to 
Mr. Blake’s office to physically audit his files and activities. Not once over what was nearly a 
decade did a single auditor ask for information concerning Longest Drive or any of its projects. 

Third, the Wells letter states that Mr. Blake engaged in transactions “totaling 
approximately $3.2 million . . . .” That is also incorrect. Mr. Blake did not bring all of the 
investors into Longest Drive. Indeed, he only brought eight investors in, and their investments 
totaled approximately $1.7 million dollars. All of Longest Drive’s other investors were brought 
in by other Longest Drive members. The investors that Mr. Blake brought in, and the amount of 
their investment, are as follows: 

Steven Bernstein 
Roger Wooley 
Pam Pont 
Dan and Kathy Hinsley 
Larry Hampton 
Jack Saunders 
Doug and Kira Pippert 
Dan Gallagher 

$175,000 
$340,000 
$ 50,000 
$690,000 
$lOO,OOO 
$200,000 
$100,000 
$ 50,000 
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As you can see, those investments only total $1,705,000, not the $3,200,000 stated in the 
Wells letter. 

As to the nature of those investors, Mr. Bemskin is a friend from Mr. Blake’s 
neighborhood. Mr. Wooley has been friends with Mr. Blake for more than thirty years, and Ms. 
Pont for more than twelve years. Mr. Hinsley is one of Mr. Blake’s golfing buddies, and Mr. 
Hampton is friends with Mr. Blake through their church. Mr. Saunders is a friend, and Mr. 
Pippert was a friend at the time. And even though the Pipperts filed a complaint against Mr. 
Blake, he still manages their accounts. Finally, Mr. Gallagher has been friends with Mr. Blake 
for nearly a decade. 

In addition to being friends, some of those individuals were also clients of Mr. Blake, 
specifically, Mr. Wooley, Ms. Pont, the Hinsleys, the Pipperts, and Mr. Gallagher. And 
Mr. Saunders became a client after he invested through Longest Drive. 

Regarding the investments themselves, the prospectus for each of the projects states, in 
large lettering on the page immediately following the table of contents, that: “[tlhis is a highly 
speculative real estate development project a d  should only be made by persons who could 
ufurd to those their entire investment.” (Emphasis added.) 

This can be seen in the attachedenclosed prospectuses for Burr Ridge and Rorneoville. 
These documents were previously provided to Ameritns for submission to FDWA with 
heritas’s June 4,2010 letter to Ms. Wisernan. (Mr. Blake has been unable to locate the Deer 
Park prospectus, but is confident that the Risk Analysis for that project is identical to the other 
NVO.) 

It is also important to note that not a single Longest Drive investor has ever fded 8 
complaint against Mr. Blake as a result of Longest Drive’s investments. This includes the 
Pippert complaint, which did not mention Longest Drive at all. 

* * * 

Regarding Mr. Blake’s alleged violations of NASD and FINRA conduct rules, he 
strongly denies any such violations. The Wells letter lists three NASD rules and one FINRA rule 
that he allegedly violated. But one of the NASD rules, 3030, has been “retired” and is therefore 
no longer in force. And another, 21 10, address “front running,” and thus has no application to 
this case. 
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To the extent that FLNRA intended to allege violations of different rules, whether under 
NASD or FINILQ, Mr. Blake does not consider the current Wells letter sufficient notice of any 
such allegations, and reserves the right to object to any further investigation under rules not 
currently listed. Without waiving that objection, however, Mr. Blake will nevertheless address 
the rules that are properly listed, as well as the rule that superseded NASD Rule 3030. 

The Wells letter states that Mr. Make’s involvement in the Burr Ridge, Romeoville, and 
Deer Park investments constituted violations of “NASD Conduct Rules 304-0 and 21 10.” 

Concerning NASD Rule 3040, it states that: “No person associates with a member shall 
participate in any manner in a private securities transaction except in accordance with the 
requirements of this Rule.” NASD Rule 3040(a). 

As explained above, though, for each of the real-estate transactions in question Mr. Blake 
was informed, in writing, by the investment entity that those investment interests did not 
constitute securities. Since according the written notice that Mr. Blake received there were no 
“private securities transactions,” there was no violation of the Rule. 

Rule 3040 goes on to state that bb[p]rior to participating in a private securities transaction, 
an associated persoii s’dl provide written notice to the member with which he is associated 
describing in %tail the proposed transaction and that person’s proposed role herein and stating 
whether he has received or may receive selling compensation in connection with the transaction; 
provided however that, in the case of a series of related transactions in which no selling 
compensation has or will be received, an associated person may provide a single written notice.” 
NASD Rule 3&0(b). 

As also explained above, Mr. Blake did in fact provide, first to Carillon and then to 
Ameritas, detailed written notice describing Longest Drive’s proposed transactions, his role, and 
the fact that he would not be compensated. And again, neither Carillon nor Ameritas ever raised 
any red flags, ever told W. Blake that they believed he was selling securities, or ever told him to 
stop. And even after in-person audits of his files, every year, neither of the broker-dealers ever 
inquired about Longest Drive or its projects. Thus, even if the transactions at issue were 
securitia, Mr. Blake complied with the requirements of NASD Rule 3040(b) by giving his 
broker-dealers written notice that explained the transactions, his role, and the fact that he 
received no compensation. . 

In spite of this evidence that there has been no violation, if FINRA nevertheless 
determines that a violation of Rule 3040 has occurred, Mr. Blake should be given the minimum 
sanction, because he had justifiable reason to believe that the transactions were not securities; he 
fully disclosed the transactions and his involvement in them to his broker-dealers; those broker- 
dealers raised no objections; and Mr. Blake received no compensation. 
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Concerning NASD Rule 2110, sub-rule 2110-1 is “reserved,” and contains no actual text. 
There is no sub-rule 21 10-2, and sub-rule 21 10-3 concerns “front running” and is therefore 
inapplicable to this case. As stated above, it is Mr. Blake’s position that whatever NASD Rule 
was meant to be referenced instead of Rule 21 10, he has not been provided proper Wells notice 
of that Rule or its alleged violation. 

The Wells letter further claims that “Mr. Blake violated NASD Conduct Rules 3030 and 
21 10 by engaging in an undisclosed business activity.” 

Regarding NASD Rule 3030, that Rule has been “retired,” and is no longer applicable. 
To the extent that Mr. Blake is being charged with violating the Rule that superseded NASD 
Rule 3030 (FINRA Rule 3270), his position is that proper Wells notice has not been given as to 
any such violation. 

Without waiting that objection, however, Mi. Blake asserts that he did not violate the 
superseding rule, FINRA Rule 3270, either. 

That Rule states: 

No registered person may be an employee, independent contractor, 
soIe proprietor, officer, director or partner of another person, or be 
compensated, or have the reasonable expectation of compensation, 
from any other person as a result of any business activity outside 
the scope of the relationship with his or her member fm, unless 
he or she has provided prior written notice to the member, in such 
form as specified by the member. 

As detailed above, Mr. Blake was neither compensated, nor had an expectation of 
compensation, from his activities with Longest Drive. As such, there was no violation of FINRA 
Rule 3270, the Rule that superseded NASD Rule 3030. 

As to NASD Rule 21 10, as set forth above, that rule address front running, and is not 
applicable in this case. 

And regarding the allegation that Mr. Blake engaged in “undisclosed outside business 
activity,” that is not borne out by the evidence. Attachdenclosed and previously discussed is 
the detailed description that Mr. Blake provided to Carillon, Ameritas’s predecessor, concerning 
Longest Drive. After reviewing that information, Carillon approved Mr. Blake’s activities with 
Longest Drive. As Carillon’s successor, Ameritas not only had access to and knowledge of 
Mr. Blake’s disclosure, he listed his Longest Drive involvement as an outside business activity 
each year he was with Ameritas as well. Each broker-dealer also performed in-person audits of 
Mr. Blake’s files every year and never questioned him about any of Longest Drive’s activities. 
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And as stated previously, while the number of Longest Drive’s investors grew over time, the 
nature of those investments and the nature of Mr. Blake’s involvement did not change. Nor did 
he ever receive any compensation for that involvement. Thus, there was no “undisclosed 
outside business activity.” 

Concerning the final rule that Mr. Blake is alleged to have violated, FINRA Rule 2010, it 
states that: “[a] member, in the conduct of its business, shall observe high standards of 
commercial honor and just and equitable principles of trade.” 

Since Mr. Blake did not violate any other rules, though, there is no basis to determine that 
he violated FINRA Rule 2010 either. Because without other violations, there are no grounds 
upon which to conclude that Mr. Blake did anything but observe “high standards of commercial 
honor and just and equitable principles of trade.” Moreover, and as explained repeatedly above, 
Mr. Blake did not receive compensation for his activities on behalf of Longest Drive; all 
investors were fully apprised of the risk; he fully disclosed his involvement in and lack of 
compensation from Longest Drive to his broker-dealers and his broker dealers never raised any 
objections. 

* * * 

Regarding discipline, M. Blake’s position is that he should not be subject to any, and if 
he is, it should be minimal. The very first principle of the FINRA Sanction Guidelines is that 
“sanctions are remedial in nature and should be designed to deter future misconduct and to 
improve overall business standards in the securities industries.” FINRA Sanction Guidelines, 
General Principles Applicable to All Sanction Determinations (“General Principles”), section 1. 

Here, Mr. Blake acted on written information that the investments in questions were not 
securities. Moreover, he disclosed his actions to each of his broker-dealers on an annual basis. 
Neither of those broker-dealers made any objection to his actions, nor did they advise him that he 
was dealing in securities-even after performing in-person audits of his files every single year. 
Nor did he ever receive any compensation. Based upon those written assurances, his broker- 
dealers’ lack of vmniz.; or objection, and the fact that he received no compensation, Mr. Blake 
did not belie1 : that he was engaging in any improper activity. And it would not serve the 
Sanction Guidelines’ mandate that sanctions be remedial and designed to deter future misconduct 
if Mr. Blake were disciplined for activity he had no reason to believe was wrong. 

The Sanction Guidelines also state that “[d]isciplinary sanctions should be more severe 
for recidivists.” 

Until his involvement with Longest Drive and the fallout from that venture, Mr. Blake 
had no history of sanctions or even investigations with FINRA. And as the Sanction Guidelines 
indicate, severe discipline should be reserved for recidivists. Mr. Blake, however, does not fall 
into that category. As a result, if any sanction is issued against him it should not be severe. 
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Further, if FINRA determines that sanctions are appropriate, the alleged violations should 
be “batched,” rather than looked at individually, since all arose from the same activity and 
bough the same entity, Longest Drive. 

The Sanction Guidelines advise that violations may be batched where “the violative 
conduct was unintentional or negligent. . . or the violations resulted from a single systemic 
problem or cause that ha been corrected,” Sanction Guidelines, General Principles, section 4. 
As previously stated, based upon written assurances that he had received and his broker-dealers’ 
lack of notification to the contrary, Mr. Blake did not believe he was engaged in any 
wrongdoing. As a result, “the violative conduct was unintentional.” 

Moreover, d l  of the alleged violations m s e  from “a single systemic problem or cause 
that has been corrected.” The transactions in which Longest Drive engaged have not changed 
since fall 2002 when Mr. Blake first disclosed his activities to Carillion. Those transactions were 
therefore from “a single systemic problem or cause.” And since Longest Drive is no longer 
making investments, that cause “has been corrected.” As such, the Longest Drive transactions 
should be batched and treated as a single violation. 

The Sanction Guide also indicates that “[a]djudicators should consider a respondent’s ill- 
gotten gain in determining an appropriate remedy.” Sanction Guidelines, General Principles, 
section 6. 

Here, Mr. Blake did not receive any gain. He was not compensated for anything he did 
through or for Longest Drive. Any gain or loss he realized was the same, on a pro rate basis, as 
that of any other investor because of the fact that he was an investor in each of the transactions as 
well. Since a respondent’s “ill-gotten gain” must be considered in the determination of a 
sanction, Mr. Blake’s lack offinanncialguin should certainly be a factor in assessing any 
sanction as well. See, Sanction Guidelines, General Principles, section 6. 

Regarding the specific rules that Mr. Blake is alleged to have violated, only one of them, 
NASD Rule 3040, is specifically mentioned in the Sanction Guidelines. And most of the 
considerations listed in that Rule do not apply to Mr. Blake’s situation. h4r. Blake only sold to 
nine customers; the “products” Longest Drive sold have not been found to involve a violation of 
federal or state securities laws, nor of federal or state SRO rules; neither Mr. Blake nor Longest 
Drive had a proprietary or beneficial interest in the sales they conducted; Mr. Blake never 
attempted to create the impression that his employer was involved in the activities of Longest 
Drive; the sales conducted through Longest Drive did not cause injury to the investing public 
because each investor was provided a prospectus detailing the risk, made the investment decision 
on his or her own, controlled the amount of his or her investment-and never filed any 
complaints; Mr. Blake provided his employer firm with repeated written documentation of 
Longest Drive’s activities; Mr. Blake was never instructed by either of his firms not to engage in 
the Longest Drive activities; Mr. Blake did not recruit other registered individuals to sell 
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interests in the investment properties; and Mr. Blake never misled his broker-dealers as to his 
involvement in Longest Drive, in fact the opposite is true, he advised his broker-dealer that 
Longest Drive was an outside business activity each and every year. See Sanction Guidelines, 
Selling Away (Private Securities Transaction), FINRA Rule 2010 and NASD Rule 3040. 

And while Longest Drive admittedly worked with certain of Mr. Blake’s broker-dealer 
clients, many of those individuals were also longtime fiends of Mr. Blake. So there is certainly 
some ambiguity as to whether he was acting in his capacity as a longtime friend or in his 
capacity as a financial advisor when he told those individuals about the projects Longest Drive 
was investing in. And given that Mr. Blake never received any compensation, the facts point 
more in the direction of “Friend” than ‘Tiancial advisor.” 

Mr. Blake was told, in writing, that the projects Longest Drive was investing in did not 
constitute securities. He gave both of his broker-dealers, first Carillion and then Ameritas, a 
detailed description of his involvement in Longest Drive. Neither of those broker-dealers ever 
raised any red flags, ever told him that he was dealing in securities, or ever told him to stop. Mr. 
Blake’s files were physically audited every year by his broker-dealers and not once did an 
auditor ever ask about Longest Drive. Mr. Blake had no control over the funds that a friend or 
family member provided to Longest Drive; each of those friends or family members made his or 
her own investment decision, and each one was presented with a prospectus plainly stating the 
risk involved. Finally, and perhaps most importantly, Mr. Blake received not a dime of 
compensation for his involvement in Longest Drive. 

The foregoing facts weigh very strongly in favor of not proceeding with any type of 
disciplinary action against Mr. Blake. But if discipline is imposed, it should be minimal given 
the circumstances, 

Both I and Mr. Blake are available to answer additional questions should you have any. 

Sincerely, 

BUCHALTER NEMER 
A Professional Corporation 

R W j k g  
Enclosures 
cc: Mr. Michael Blake (via e-mail only) 

Sara Andres. Esq. (via e-mail only) 

Roger W. Hall 
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COMMISSIONERS 
BOB STUMP, Chairman 

GARY PIERCE 
BRENDABURNS 

BOB BURNS 
SUSAN BITTER SMITH 

JODI JERICH 
EXECUTIVE DIRECTOR 

ARIZONA CORPORATION COMMISSION 

August 19,20 13 

Michael J. Blake - 
-7 A Z r n  

MATTHEW J. NEUBERT 
DIRECTOR 

SECURITIES DlWSlON 
1300 West Washington, Third Floor 

Phoenix, A 2  85007 
TELEPHONE: (602) 542-4242 

E-MAIL: securitiesdlv@azcc.gov 
FAX: (602) 396-5661 

RE: Pending Salesman Application for Blake, Michael J,. (CRD #2022161) 

Dear Mr. Blake: 

The Securities Division (“Divisionyy) has reviewed the correspondence received 
2013 in response to our request for information dated June 24,201 3. Based on that review, the 
Division requests the following information: 

1. Provide a list of Michael J Blake’s (may be referred to as  YOU^^ or “Mr. Blake’‘) 
securitieshvestment clients from January 2006 to the present; 

2. Provide the names, addresses, and telephone numbers of all past and current 
Longest Drive LLC members; 

3. Provide all Longest Drive LLC membership agreements and related documents, 
including the dates of membership, percentages, and amounts; 

4. Provide a list of all individuals and clients of Mr. Blake, who invested with Office 
Condominiums of Geneva, LLC, Office Condominiums of Elgin, LLC, Office 
Condominiums of Elgin 11, LLC, Burr Ridge Holdings, LLC, Grace-Monroe, 
LLC, Baseline Condo Investors, LLC, and any other commercial real estate 
investment opportunity offered or sold by Donald Zeleznak and/or Jonathon 
Vento, including but not limited to, in private placement offerings, promissory 
notes, deeds of trusts, or membership interests (collectively the “Grace 
Investment(s)”), whether directly or through Longest Drive LLC; 

5. Copies of all Private Placement Memoranda (PPM) relevant to each Grace 
Investment and all related transaction documents, including but not limited to, 
subscription agreements, operating agreements, prospectuses, investment checks 
or transfers, deeds of trusts, guarantees, and the address and legal description of 
the properties or projects being invested into; 
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6. An accounting andor all documents relating to how You or Longest Drive LLC, 
receipted and disbursed all money related to the Grace Investments. Also provide 
documentation of all principal and interest payments received, related to the 
Grace Investments; 

7. A11 documents, correspondences, and communications received from 
docket/examination # 09-0470 provided to FINN' 

20100217105 
#20 I 002 171 05-01. If any of the matters are resolved by hearing, consent, or 
order, please provide a copy of such document; 

regarding "Y and 2012033121 ,, and FINRA disciplinary proceeding 

Only responses tendered in writing will be considered as adequately responding to this 
letter. Failure to respond may impact or delay our review of your securities application. Should 
you have any questions, I can be reached at 602.542.0908 or at phuvnh@,azcc.Pov. 

Regards , 
/ 

Registration and Compliance 

CC: Jeanine Colditz Devine 
Mid Atlantic Capital Corporation 
125 1 Waterfront Place, Suite 5 10 
Pittsburgh, PA 15222-6368 
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Arizona Corporation Commission 
Mr. Phong (Paul) Huynh 
Assistant Chief Co u nse I 
Registration and Com plia nce 
1300 West Washington 
Third Floor 
Phoenix, AZ 85007 

Re: Pending Salesman Application for Blake, Michael J. (CRD#2022161) 

Dear Mr. Huynh 

Thank you for your consideration for my registering my securities license in the state of Arizona. At this 
time I am only interested in becoming associated with Mid Atlantic Financial Management as an IAR 
under their RIA. 

Once again I want to reiterate that the issues I have had are all the results of an approved outside 
business activity involving real estate investing. I have never had a complaint in my 23 years regarding 
my managing of clients assets. I believe the attached letter dated May 24,2013 from my attorney Roger 
Hall to Helen G. Barnhill, ESQ, Senior Regional Counsel FINRA, does an excellent job of summarizing my 
position and the issues. I have attached this letter for your review. 

Attached are the explanation and documents that you had requested. I have answered all of your 
questions to the best of my abilities. 
I do appreciate your consideration. 

Sincerely, 

Michael J Blake 
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#2 provide a list of names, addresses, and telephone numbers of all past and current Longest Drive LLC 
members. 

This detail is included in my answer to #3. 

#3 Provide all Longest Drive LLC membership agreements and related documents, including the dates of 
membership, percentages and amounts: 

There is no individual membership agreements, what I have included is the members signed project 
form. 

I 

R4 The only known client that invested in Office Condominiums of Elgin LLC and Office Condominiums of 
Geneva was Kira Pippert. The Pipperts were referred to Grace Communities and made their own 
decision on investing in these projects. 

Burr Ridge investors are included in #3 answers above. 

#5 Enclosed are copies of the Subscription for Romeoville Office Investors LLC, the Subscription for Burr 
Ridge Office Investors, LLC, and the Subscription for The Offices a t  Deer Park Center. 

#6 once someone chose to invest in one of the projects whether it was Burr Ridge Office Investors, LLCR, 
Romeoville Office Investors, LLC or The Offices at  Deer Park Center, a check was written to Longest Drive 
LLC and then a check was written to the project by Longest Drive LLC ... So far to date there have not 
been any principal or dividends received from Grace Communities, therefore no principal or dividends 
have been sent to any members. .These three projects are st i l l  active. 

#7 Attached are all documents, correspondences and communications received from and provided to 
FINRA regarding FINRA docketjexamination #09-04700,12-01379,2010021710501 and 2012020331211 
and FINRA disciplinary proceeding #20100217105-1. 

My case has been settled with FINRA, I have attached the Order of Settlement. 
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Direct Dial Number: (4x0) 383-1845 
Direct Facsimile Number: (480) 383-1602 

E-Mail Address rhall@buchulier.com 

May 28.2013 

Via E-Mail and US. Mail 

Helen G. Barnhill. Esq. 
Senior Regional Counsel 
FINRA 
4600 South Syracuse Street, Suite 1400 
Denver, CO 80237 

Re: Michael Blake; Disciplinary Proceeding No. 20100217105-01 
Mr. Blake’s Settlement Offer 

Dear Ms. Barnhill: 

This will constitute Mr Blake’s settlement offer to FINRA. 

The very first principle of the FIMA Sanction Guidelines-indeed the very first line-is 
that “sanctions are remedial in nature and should be designed to deter future misconduct and to 
improve overall business standards in the securities industry.” FINRA Sanction Guidelines, 
General Principles Applicable to All Sanction Determinations (“General Principles”), section 1 
(heading). A 

As set f c t h  in nls Answer, Mr. Blake relied on written information from Grace 
Communities h a t  the investments being made were not securities. Additionally, and more 
importantly, every year he disclosed his actions to each of his broker-dealers, on his Outside 
Business Activities irports. None of his broker-dealers, AXA Advisors, Carillon, or Ameritas, 
ever made any objection to his actions with Longest Drive. Nor did either of them ever tell him 
that he was dealing in securities. Further, Mr. Blake’s business, Olympus Financial Advisors 
LLC, received in-person audits of his files every year, and his broker-dealers still never 
identified anything that was wrong or told him that anything was wrong. 

Perhaps most importantly, though, Mr. Blake never received any compensation from 
Longest Drive or any of its investors as a result of the work he did through or for Longest Drive. 
Not a dime. 
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Based upon the written assurances from Grace Communities, his own broker-dealers’ 
lack of objection or warning, and the fact that he received no compensation, Mr. Blake had no 
idea that he was dealing in securities, He therefore had no “intent” to engage in any prohibited 
actions. 

Indeed, Mr. Blake’s entire goal in forming Longest Drive was to allow friends and family 
to invest, if they chose to, in what seemed to nearly everyone at the time, to be a red-hot and 
ever-improving real-estate market. Since Mr. Blake did not receive any compensation 
whatsoever for his work with Longest Drive, his motivation in telling his friends and family 
about those investment opportunities was certainly not driven by any financial incentive. And 
given the FINRA scrutiny that has rained down on him as a result of providing that opportunity, 
there is absolutely zero chance that Mr. Blake will ever engage in any investment-related outside 
business activities in the future. 

It would therefore not serve the Sanction Guidelines’ mandate that sanctions be 
“remedial” and “designed to deter future misconduct” if Mr. Blake were given a severe sanction, 
since doing so would then be more in the nature of punishment, rather than the remediation and 
deterrence mandated by the Sanction Guidelines. 

The Sanction Guidelines also state that “[d]isciplinary sanctions should be more severe 
for recidivists.” FINRA Sanction Guidelines, General Principles, section 2 (heading). Until his 
involvement with Longest Drive, Mr. Blake had a spotless record. He never had any complaints, 
and had never been investigated by FINRA. He had certainly never been sanctioned by FINRA. 
Mr. Blake is therefore not a recidivist. And since the Sanction Guidelines reserve severe 
sanctions for recidivists, Mr. Blake’s sanction should not be severe. 

The Sanction Guidelines additionally state that “where the violative conduct was 
unintentional or negligent , . . or the violations resulted from a single systemic problem or cause 
that has been corrected,” those violations should be “batched.” Sanction Guidelines, General 
Principles, section 4. 

As explained above and also in his Answer, Mr. Blake had no reason to think that he was 
engaging in securities trading. The entities being invested in provided written statements to him 
that the investments were not securities; his broker-dealers were told, every year, of his actions, 
yet never told him to stop or ever told him that he was trading securities; and his annual in- 
person audits always came up clean. As a result, “the violative conduct was unintentional.” 

Further, all of Mr. Blake’s alleged violations arose from the same single activity: office- 
park development investments made through Longest Drive. And since Longest Drive is no 
longer making any new investments, that single activity has essentidly been ”corrected.” 

BN 14075993~1 
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Mr. Blake’s actions therefore fit squarely within the Sanction Guidelines’ rubric for 
batching, and as a result, Mr. Blake’s actions through Longest Drive should be treated as a single 
violation. 

The Sanction Guidelines further state that “[aldjudicators should consider a respondent’s 
ill-gotten gain in determining an appropriate remedy.” Sanction Guidelines, General Principles, 
section 6 (heading”). 

compensated for anything he did through or for Longest Drive. Nor did he take or receive a 
commission from any of the investors in Longest Drive. 

Here, Mr. Blake did not receive any gain, much less any b’ill-gotten” gain. He was not 

Any gain or loss that Mr. Blake realized was the same as that of any other investor, 
because he personally invested in each of the projects as well. In other words, the opportunities 
that he told friends and family about were only those that he himself also invested in. Since the 
Sanction Guidelines mandate that a respondent’s “ill-gotten gain” be considered in the 
determination of a sanction, Mr. Blake’s Iack offinancial gain should definitely be a factor in 
assessing any sanction as well. And since Mr. Blake did not have fmancial gain, any sanction 
should be less severe. 

Regarding the amount of a monetary sanction, the Sanction Guidelines state that 
“adjudicators are required to consider ability to pay in connection with the imposition. reduction 
or waiver of any fine or restitution.” Here, Mr. Blake has been unemployed, and thus without 
any employment income at all, since April 1, His ”ability to pay” is therefore nearly non- 
existent, since he has virtually no money coming in. And since his lack of income is “required” 
to be considered as a factor, any monetary sanction should necessarily be relatively low, to 
reflect the fact that Mr. Blake is rapidly exhausting his financial resources. 

Concerning the particular rules that Mr. Blake is alleged to have violated, only two of 
them, FINRA Rule 2010 and NASD Rule 3040, are specifically mentioned in the Sanction 
Guidelines. And most of the factors listed with regard to those Rules do not apply to Mr. Blake’s 
situation. 

Prior to discussing specific factors, though, it must be noted that NASD Rule 3040 relates 
to ”private securities transactions,” and as stated above and in his Answer, Mr. Blake had no 
reason to believe that his activities with Longest Drive constituted “private securities 
transactions.” 

As to some of the specific factors identified in the Sanction Guidelines, Mr. Blake only 
brought eight investors to Longest Drive, six individuals and two couples.’ Thus, the number of 
people involved was not large. 

Steve Bemstein; Dan Gallagher; Larry Hampton; Dan and Kathy Hinsley; Doug and Kira Pippen; Pam I 

Pont; Jack Saunders; and Roger Wooley. 
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The “products” that Longest Drive sold, i.e., the investments, have not been found to 
involve a violation of federal or state securities laws. Neither have they been found to involve a 
violation of SRO Rules. Thus, that factor is inapplicable to Mr. Blake’s situation. 

Nor did Mr. Blake or Longest Drive have a proprietar), or beneficial interest in the 
transactions they conducted. Neither Mr. Blake nor Longest Drive took or received any type of 
commission for the investments. Mr. Blake and Longest Drive were simply conduits for the 
investors’ money: the amount Mr. Blake and Longest Drive received was the exact amount that 
was invested. No commission or fees were taken out or charged. 

Nor did Mr. Blake ever attempt to create the impression that any of his broker-dealers, 
AXA, Carillon, or Ameritas, were involved in Longest Drive’s activities. He always fully 
disclosed to investors that Longest Drive was separate from the work he was doing for his 
broker-dealers, that the broker-dealers were not involved, and that he was not charging the 
investors any kind of commission. 

The investments conducted through Longest Drive did not cause injury to the investing 
public because each investor wps provided with a prospectus detailing the risk, including the risk 
that the entire investment could be lost. Further, each investor made the investment decision on 
his or her own. Mr. Blake simply advised them of the opportunity. Additionally, each investor 
controlled the amount of his or her investment; none of the people that Mr. Blake told of the 
investment opportunity was required to invest more than they were comfortable with, or invest 
anything at all for that matter. 

Mr. Blake also provided his broker-dealers with repeated written documentation of 
Longest Drive’s activities, on his yearly Outside Business Activities forms. 

Nor did Mr. Blake ever engage in activities, including Longest Drive activities, after his 
broker-dealer instructed him not to. Indeed, neither of Mr. Blake’s broker-dealers ever told him 
to stop his activities with Longest Drive. And definitely neither of them told Mr. Blake that what 
Longest Drive was doing constituted securities transactions. 

And Mr. Blake never recruited other registered individuals to sell Longest Drive 
investments. 

Finally, Mr. Blake never misled either of his broker-dealers about the existence of his 
Longest Drive activities. He disclosed Longest Drive, and what it was doing, every year on his 
Outside Business Activities forms. 

ACCOOOI 73 
FILE -51 

BN 140759!)3vl 



BuchalterN cnic I 
Helen G. Barnhill, Esq. 
May 28.201 3 
Page 5 

In light of all of the foregoing, Mr. Blake believes that a sanction of suspension for 60 
days, beginning retroactively from April 1, as well as a monetary fine of $4,999, is appropriate. 

Thank you for your consideration, Ms. Barnhill, and I look forward to hearing back from 
you soon. 

Sincerely . 
BUCHALTER NEMER 
A Professional Corporation 

Roger W. Hall 

RWH:jkg 

cc: Mr. Michael Blake (via e-mail only) 
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List of Michael J Blake's securities/investment clients from January 2006 to February 28,2013. 

Dr and Mrs Martin Block 

Mr and Mrs Scott Borchert 

Ms Beth Brizel 

Mr and Mrs Dale Chase 

Mr and Mrs Richard Dewitt 

Mr and Mrs Bob Elizian 

Mr and Mrs John Frangella 

Mr and Mrs John Furlong 

Dr and Mrs Andrew Atiemo 

Mr and Mrs David Boldt 

Mr and Mrs Ed Brahocki 

Mr and Mrs Geoffrey Budoff 

Mr and Mrs William Cheatham 

Mr and Mrs Randy Elder 

Mr Ty Frisch 

Mr and Mrs Dan Gallagher 

Mr and Mrs Robert Backie 

Mr and Mrs Stan Bootz 

Dr and Mrs Warren Breisblatt 

Mr and Mrs Robert Burgess 

Ms Lisa Corey 

Mr and Mrs Frank Flaschentrager 

Mr and Mrs David Fritsche 

Mr and Mrs Brian Hampton 
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Ms Janet Hampton 

Mr and Mrs Roger Hates 

Mr and Mrs Tom Henderson 

Ms Brenda Hutchinson 

Ms Betty Johnson 

Ms Joke Kempton 

Dr and Mrs Lawrence Kline 

Mr and Mrs Chuck Lafferty 

Mr and Mrs Larry Mades 

Mr Michael McGrady 

Ms Tracey Hayes 

Dan Hinsley 

Mr and Mrs Mark Jebelian 

Mr and Mrs jeff Johnson 

DR Deepak Khosla 

Mr and Mrs Nate Kondo 

Mr Doug Mason 

Mr and Mrs Andrew Miller 

Mr Jeff hawke 

Mr John Huffman 

Ms Christina Jette 

Dr and Mrs Kau'f:oan 

Mr and Mrs Dan loden 

Mr and Mrs Thayor McCall 
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Ms Heather Montasir 

Mr and Mrs lermiah Moore 

Mr and Mrs Craig O'Connell 

Mr and Mrs Jim Pfeil 

Mr and Mrs Scott Rehorn 

Mr Robert Sarnecki 

Mr Alan Smith 

Mr and Mrs David Stone 

Mrs Karen Todd 

Dr and Mrs Steven Plimpton 

Mr and Mrs Jack Saunders 

Mr and Mrs Tim Smith 

Mr and Mrs John Swanberg 

Mr and Mrs William Toon 

MS Tonianne Moyes 

Ms kerri O'Brein 

Mr and Mrs howard Pempsell 

Ms Judy Peterson 

MS Pam Pont 

Drs perminder and hitpreet Sanghera 

Mrs Rita Sherman 

Ms Lorraine Szarka 

Mr and Mrs Mark Wilcox 

Mr and Mrs Don Zeleznak 

Mr and Mrs Jeff Waggoner 
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Mr and Mrs Tom Williams 

Mr Jeff Wine 

Mr and Mrs David Wang 

Mr and Mrs David Willigrod 

Mr Kevin Wirkus 

Judith Kanaster 

William Montgomery 

Doris Rhodes 

Mr and Mrs Terry Rister 

Dr John Baca 

Laura Kerr 

Mr and Mrs Alan Nanco 

Donanld Routson 

Mr and Mrs Jim Harris 

Mr and Mrs Stephen Byrnes 

Nate Duda 

Jonathan Duesman 

Jennifer Duesman 

Christopher Duesman 

Mr and Mrs William Duesman 

Ralph Klein 

Mr and Mrs Doug Pippert 

Mr and Mrs David Rudick 

Mr and Mrs Michael Schwantes 

Chad Hartman 
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Sid Hartman 

Mr and Mrs Michael Martin 

Donna Pashina 

Mr and Mrs Daniel Sanford 

Mr and Mrs David Tourville 

Allison Tourville 

Monica Croker 

Roger Nicholas 

Mr and Mrs Brad Reinders 

James Welbourn 

Mr and Mrs Michael Asbert 

Mr and Mrs Craig Murray 

Anne Routson 

Mr and Mrs Roger Woolley 

Mr and Mrs Robert Ziganto 

Mr and Mrs Robert Holman 

Kathy Hinsley 

Niki Green 

Dani Rabwin 

Mr and Mrs David Foster 

Mr and Mrs Dennis Dryjanski 

Mr and Mrs Derek Gryna 

Mr and Mrs Tony Payne 

Mr and Mrs Justin Hayes 
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When I retired from Ameritas Investment Corporation on February 28,2013, they shut down my access 
to client data, I complied this list off of my client management system. This is my best effort. 
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' 4  , '. . I- ., Longest Drive, LLC #f Account Application 

@ I  I& I U e r ~ Q e '  

wd Longest Drive LLC 
Michael J. Blake 

9900 N 5206 Street 
Paradise Valley, AZ 85253 
Phone: (602) 418-8501 
Fax: (480) 9914373 

I 

Project: QWWDV ;1/4 
AnlountInvested: 4% @Of> 

/--\ 

Account Number: 

Managing p- 
This account is for non-IRA monies. 

Account Holder Information 
Your Name (Plow hint) 

Address 

Preferred Phone Number 
h , 

Fax Number 

S0Ci.l Security Wimber or 
Tar ID Numbc 

Date of Birth 

E d  Address 

I 

Y 

LDLLc2006 
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Longest Drive, LLC . .  Account Application 

Account Number: /7 Longest Drive U C  
Michaed J. Blake 
ManagingPartner 
9900 N 52d Street 
Paradise Valley, AZ 85253 

This account is for non-IM monies. 

Project: dme~ # I  / k  &,l/&.hrf Phone: (602) 41 8-8501 Fax: (480) 991-4373 
Amount Invested: ’/, 0 ,  d fl 

Account Holder Information 

Address 

Preferred Phone Number n 

Fax Number 

Social Security Number or 
Tax ID Number 

Date of Birth 

Email Address 

Signatore(s) 
\ 

3295 
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’ 
‘ a  b r  . .  - Longest Drive, LLC 

IlldJ6 
Account Application 

Account Number: #3 Longest Drive LLC 
Michael J, Blake 
MawF 
9900 N 52* Soreet 
Paradise Valley, AZ 85253 
Phone: (602) 418-8501 
Fax: (480) 991-4373 

Account Holder Information t‘ 
(Ifownership is held by 

~lu&-f@!-name and 

Your Name (Please print) 
your living trust- please 

dateofthetrust) 

Address 

Preferred Phone Number 

Fax Number 

Social Security Number or 
Tax ID Number 

Date of Birth 

Em& Address 

Signature(s) 

, 
3296 
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,LongestDrive,LLC - ’, Account Application 

Michael J. Blake 

9900 N S2nd Street 
?mdk valley, AZ 85253 

Fax: (480) 991-4373 

-Partner 
This accOunt is for non-IRA monies. 

Project ~ J Z F  a c e  Phone: (602) 418-8501 
ArnountInvested: % d o 3  

n 

Address 

Preferred Phone Number 

Fax Number 

Date of Bk& 
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Account Application 

Longest Drive LLC 
Michael J. Blake 
ManagingPartner 
9900 N 52"6 Street 
Paradise Valley, AZ 85253 

Fax: (480) 991-4373 

Account Number: a 
This account is for non-IRA monies, 

project: PW I: mddT#kL Phone: (602) 418-8501 

Amount hvested: 9 r , &  

--5---.. -.. - -I___.. .-. -_.. 
&U'A , +tu Ud'& ----. I."._L_. I 

Account Holder information 
Y w t N m e m % ,  

p, Preferred Phone Number 

Fax Number 

Address 

i 

Sodsl Security Number or 
Tax ID Number 

Date of Birth 

EmailAddress 
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! 

, i 

Loagest Drive, LLC 
, . .  

h/d6 
Account Application 

l \ lel9AbN 
e 

Account Number: 3 cCW.n n-erA.d-Cbl;A. a 
This account is for n 0 n - n  monies. 

project: ' ? e ~ b t  o#A &eJce(s 

Longest Drive LLC 
Michael J. Blake 
MaaagingPartner 
9900 N 52Rd Street 
Paradise Valley, AZ 85253 
Phone: (602) 418-8501 
Fax: (480) 991-4373 

A m O u U t I n V ~  S . d d  

Account Holder Information s-twe+- n 4 P f i s h  %LJ+ Your Name (Please Print) 

Address 

Preferred Phone Number 

Fax Number 

Social Security Number or 
Tax ID Number 

Date of BMb 

Email Addresrr 

n 

ACCOOOI 86 
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-. Longest Drive, LLC ' f. . Account Application 

S4ep fa her 
Longest Drive LLC 
Michael J. Blake 
ManagingParbncr 
9900 N 52"d Street 

Phone: (602) 4 18-850 1 
Fax: (480) 991-4373 

I Account Number: 

This account is for non-IRA monies. 

Project: Park 0 r+l a 
Amount Invcstcd: 4, 6 o Q 

.. Paradise Valley, AZ 85253 
b$- c 

Address 

Preferred Phone Number 

Fax Number 
Please Provido Araa Codc 

saefal Security Number or 
Tax ID Number 
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1 # ,  

: n  Longegt Drive, LLC . I' ' Account Application 

- h d w f w e  AW- 
Longest Drive LLC 
Michael J. Blake 

Account Number: G 
This BccouDt is for non-IRA monies. 

ManagingPartner 
9900 N 52"d Street 
Paradise Valley, AZ 85253 
Phone: (602) 418-8501 
Fax: (480) 991-4373 

Project: raeC r bk 
Amount Invested: /f.&€u 

Account Holder Information 

Addreas 

1 Preferred Phone Number 

Fax Number 

Social Security Namber or 
Tax ID Number 

Date of Birth 

Email Address 

ACC000189 
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6 b 6  . I  . 
* - ,. 

Longest Drive, LLC Account Application 

.-* f e O N 0  dF PN10 nM-- 

Longest Drive LLC 
Michael J. Blake 
Managing Partner 
9900 N 52Rd Street 
Paradise Valley, A2 85253 
Phone: (602) 418-8501 

AcoountNumber: %Cn & L \ t h  W? 
This accoullt is for non-IRA monies. 

Project: RLC,~FZ- W t ~ q  
Fax: (480) 991 -4373 

Amount Invested: 5 . , d c 3  
J 

Account Holder Information 

- .\one Number 

. ... 



Longest Drive, LLC 
Y/O 6 

Account Application 

F&ir)b OF &!WJ C ~ C A ~ F  
Longest Drive LLC 
Michael J. Blake 

9900 N 52"d Street 
Paradise Valley, AZ 85253 
Phone: (602) 418-8501 

A W h t  hinber: @ 
Managing Partner . .  

This 8cCount is foT non-IRA monies. 

Project: O w -  t d y ~  
Fa: (480) 991-4333 

Amount Invested: 50, Jt% 

Account Holder Information L 

Address 

Preferred Phone Numbw 

i FarNumber 

Soctpl Security Number or 
Tax ID Number 

6 -  

. P k  Provide Area Code 

3304 

. 
LDLmoo6 

. .. 

. .- 
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I ’  

Longest Drive, LLC Account Appiication 

AccountNumber: A [ Longest Drive LLC 

This account is for n0n-W monies. 

YYle/nbe/- &W? 

Michael J. Blake 
M a W w  
9900 N 52d Street 
Paradise Valley, AZ 85253 

Project: 33 uRR B,bca Phone: (602) 41 8-8501 
A m o u n t h v ~ .  ge.Oo0. 

0 Fax: (480) 9914373 

- .. 
Account Holder Informrtfion 3 f W P  Slob 

(If ownership is held by 
your living trust- please 
include the full name and 
date of tho trust) 

Your Name (Please print) 

Address 

n 

Preferred Phone Number 

Fru Number 

Ihtte of Birth 

Emdl Address 

n 
Signature(s) 

v LDLLC2006 
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Address 

hferred Phone Number 

Emall Address 
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... .a -- 

.n 

, 

Longest Ddve, LLC Account Application 

. .  
This account ii f o ~  non-IRA monies. 

ManagissPartnar 
9900 N 52& Scrcet 
paradise Valley, AZ 85253 

Fax: (480) 991-4373 
Prrjieot:&a A;+ $ r ~ w ~  ,tu Phone: (602) 418-8501 
A m O u n t b d :  &<o N O  Q? - 
Acimnt Eolder )[nlonrurtion 

Address 

-. h.eferrsd Phone Number 

. .  

S~ciol security Number or 
Tax ID Number 

Datu of Birth 
c 

Eauzl Addreas 
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n 

Account Application 

fdn/IhlIF DAdlO DLALG‘ 

~ ~ ~ ~ i b t ~ ~ i m r :  34 Longest Drive U C  MiahaelJ.BlaLk 

This aCOOWZt is fq non-IRA monies. 9900 N 52* Stre~t  
Paradise hIiey, AZ 85253 

Project &k r. P u c  , phone: (602) 418-8501 
Amount Jnvested: e ‘ 

Fax: (480) 991-4373 

I .  U a n a S i n s P d  

/ 

Account Holder Iufonnstion 

Address 

Prefbmd Phone Number 

Fax Number 

Sodd Security Number or 
Tax ID Number 

3308 



Prdbrrcd Pbone Number 

Fax Number 

SoeiriSemr&Nmberor 
Tax ID Number 

Date of Blrth 
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qb G 
Longest DA, LLC Account Application 

n 

Longest Drive LLC 
MiohaeI J. Blake 

9900 N 52d Street 
ManagingPaTtna 

Fax: (480) 99 1-4333 

Account Holder Information 
- .. -. . . -.--.. . I  -. 

Address 

Preferred Phone Number 

Fax Number 

Social &amity Number or 
Tar ID Number 

Date of Birtb 
.. 

Email Address 

Signature(s) 

3310 
ACCOOOI 97 
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3 /06 
Longest ~ik ,  LLC ' 

Account Application 

.- 

A m h t  Number: Longest Drive LL.€ Miohael J. Blake 
ManagingPartner 

This 8ccounf t for non-IRA monies. 

Project: 'But- RJY a(/ e &N 

9900 N 52"6 street 
Paradise Valley, AZ 85253 
Phone: (602) 4 18-8501 
Fax: (480) 99 1-4373 

AmountIqvested: 2 d@,S QO 

Account Holder IDformation 

Address 

,n , Preferred Phone Number 

FaxNnmber 

Socfal Security Number or 
Tax ID Number 

Date of Birth . 
E d  Address 

ACCOOO198 
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Preferred Phone Number 

Date of Birth . 

\ 
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7 

1 

Longest D&% LLC Account Application 

Longest Drive U C  

Managing hQler 
9900 N 52"d Saeet 
Paradise Valley, AZ 85253 

Fex: (480) 991-4373 

Miohael J. Blake 
A w h t  Nmber 2 9  

. .  
This account ii for non-IRA monies. 

Project: w+ R d9C ZoQ5bs uc. Phone: (602) 4 18-8501 

Amount invas6ed: a, ~d 
Account Holder Information 

Address 

Pre4erred Phone Number ' 

I FaxNumber 

. .  

sodrrl Security Number or 
Tax ID Number 

Date of Birth 
9 

. .  I 

ACCOOOZOO 
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Address 

h.ererred Phone Number 

I , EhrNumber 

SodoJ Security Number or 
Tar ID Number 

Date of Birtb . 

ACCOOOZOI 
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3)oc 
Longest ~ & e ,  LLC Account Application 

Acc&t Nu'mber: 31 

This 8ccount is fq n0n-m monies. 

Longest Drive LLC 
M i M  J. Blake 

9900 N 52d Street 
-p- 

I 

Amount Invested: si 13 5.0 oi> 

Account Holder Information 

Address 

Pmferred Phone Number 

. FaxNumber 

Social S d t y  Number or 
Tax ID Number 

Date of Birth 
. 

ACCOOO202 
FILE #8451 

3315 
i 



Longest Ddve, LLC 7/06 
Account Application 

n 

Add- 

PFeferrsd Phone Number 

L FaxNumber 

. .  
S O W  Security Number or 
Tax ID Number 

Date of Birth . 

ACC000203 
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.._. 

1 

1 

\, 

7/04 
Account Application 

?t 0 P Q . d  

AcdW Nuinkr: 33 Longest Drive LLC 

This amount is for nan-IRA monies. 

Miahel J, Blake 
ManagiagPaltner 
9900 N 52"" Stmet 
Paradise Valley, AZ 85253 

Fax: (480) 991 -4373 
Project: EL E-E- )2LJC\R G-pt l r l c  GtlehH Phone: (602) 418-8501 

AmountInvested: k/G,*d 
W-k L r c L  J/(  OI;& Account Holder Information 

Your N d  (Pleaso Rint) 

Address 

Prafsrred Phone Number 
Pleaso Provide Area cods 

I FaxNumber 
Ploase Provide Area Code 

SocM Seeprity Number or 
Tax ID Number 

Date of Birth 
. I 

EmailAddresa 
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RQX Number 

hCM k E " y  Nbmber or 
T u  ID Number 

ACC000205 
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. *  

Longest Driie, LLC 

Account Holder Information 

Address 

Preferred Phone Number 

B FaxNmber 

7bc 
Account Appkation 

Date of Birth . 
Email Address 

LDLLC2006 ACC000206 
FILE #8451 
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Longest Dive, LLC Account Application 

Longest Drive LLC 
M i b l  J. Blake 

Accobt Nmber: 3G 

This Bcoount is for non-IRA monies. 
Managing Partner 
9900 N 52"d Street 
Paradise Valley, AZ 85253 
Phone: (602) 4 18-8501 
Fax: (480) 991-4393 

/aknhwr*ce 270% 

Account Holder Information v\ uns4rrwA? 
Your Name (Please P h t )  

Address 

Preferred Phone Number 

Social Security Number or 
Tax ID Nlimber 

Date of Birth e 

ACC000207 
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Longest Drive, LLC 
7 / 0 4  

Account Application 

Account Number: '57v38 

This account is for non-IRA monies. 

Longest Drive LLC 
Michael J. Blake 
Managing p- 
9900 N 52"d Street 
Paradise Valley, Az 85253 
Phone: (602) 418-8501 
Fax: (480) 991-4373 

Address 

r-. Preferred Phone Number 

Fax Number 

Social Security Number or 
Tax ID Number 

Date of Birth 

Email Address 

LDLLC2006 

Please Provide Area Code 

ACC000208 
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FROM : HINSLEY 

A 

I 

Longest Drivc, LLC 

Rug. 01 2886 11:leAM P2 

4h6' 
A C W ~  AppIhtiOn 

J .  



Longest Drive, LLC Account Application 

n 

Account Number 4 0  Longest Drive LLC Michael J. Blake 

9900 N 52"' Street 
paradist Valley, AZ 85253 
Phone: (602) 418-8501 
Fax: (480) 991-4373 

Managing p- 
This account is for n0n-m monies. 

Project 

Amount rnvcsted: 4t  wb acfo,oN 
R&rr u q  e 2 0 er-fors 

I 

1 

Addma 

.- 
Preferred Phone Number 

h d t y  Number or 
Tax ID Number 

ACC 0021 0 
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n 

-. RIO6 
Longest Drive, LLC Account Application 

- 

LongestDriveLU: 
Michael J. Blake 
ManagingP8rtnex 
9900N5206Street 
Paradise Valley, AZ 85253 

Fax: (480) 991-4373 

huntNumbtr. 41 

This 8ccount is for non-IRA monies. 

Proje0t:Wf Phew: (602) 418-8501 

Amount Invested: 

Address 

Preferred Phone Number 

S0ci.l Number or 
TuIDNumber 

Date of Birth 

EmailAddrees 

ACC000211 
FILE #&I51 
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LOngestDrhre, LtC 
tF\& 

Account Application 

AccountNumber: Y2 L 0 ~ I ) r i V C L L C  
Michael J. ]Bia(rc 

Fax Number 

DateofBirth 

ACCOOO212 
FILE #8451 
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Longest Drive, LLC 

I 

i 
I 

I 

Account Number: c/3 

This account is for non-IRA monies. 

Project - ( k r t  dN 
b 

Amount Invested: 

Longest Drive LLC 
Michael J. Blake 
ManagingPartner 
9900 N 52d S e t  
Paradise Valley, AZ 85253 

Fax: (480) 991-4373 
Phone: (602) 418-8501 

Account Holder Information 

Addreas 

Preferred Phone Number 

PU Number 

Social Security Number or 
Tu ID Number 

Date of Birth 

Email Address 

_ _ - -  

Please Provido Area Cod~ 
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Offices at Deer Park Town Center 

A Commercial Condominium Development 
~ e e r  Park, Alinois 

Exclusively Presented 

Grace Communities 
by 

Grace Communities 
9300 East Ironwood Square Drive 
Scotkdak Arizona 85258 

Revised 8/11/08 
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RISK ANALYSIS 

This package is intended for sophisticated real estate investors. This is a - 
highly speculative real estate development project and should only be made by 
persons who can afford to lose their entire investment. Some of the risk factors 
include no assurance of profitability, a downturn in the commercial real estate 
market, inability to secure acquisition or construction financing, unforeseen 
competition and the need for additional capital. We recommend that Investors 
consuit it&, accounting and Gnnncial planning advice prim to irtvestkig. 

The hvestoi is aware that any renderings depicting individual units, site 
plans and square footage are all conceptual in nature and may change in the 
future. Grace Communities reserves the right to modify the interior and 
exterior design, specifications, iocation, size, design features and pricing of 
each unit. 
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Offices at Deer Park Town Center 

Project Overview 

Grace Communities i s  pleased to announce the development of the Deer Park Office Condominiums 
located in the pleasant suburban Village of Deer Park, lllinois located 37 miles northwest of Chicago and 
22 miles north of OHare AirporL With its historically preserved green belt that includes multiple lakes 

and ponds surrounded by open countryside, Deer Park offers a suburban lifestyle with a touch of 
wildlife. 

120,000 square feet of office space resting on 5 acres that neighbor the yopuiar Deer Park Town Center is 
under construction. This open-air lifestyle center includes over 65 stores like Banana Republic, Barnes & 

Noble, and Restoration Hardware, 12 restaurants and a 16-screen movie theater. 

Financial Summary 

Net Revenue 

Total Project Costs 

Twtd Project Profit 

- Total 
s 23,588,000 

5 18,985,900 

$ 4,602,100 

Per NSP 
$ 19657 

$ 158.22 

$ 38.35 
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Offices at Deer Park Town Center 

Construction Has Begun! 
I. 

1 
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Offices at Deer Park Town Center <.”* 
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Offices at Deer Park Town Center 
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@* Offices at Deer Park Town Center 
** 

Aerial Photograph 
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Site Map . 
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[$:& ,- &w Offices at Deer Park Town Center 
e."' 

Disclaimer: 

This financial proforma is intended to be reviewed in its entirety. Portions of this financial proforma may 
lead to inaccurate assumptions when not viewed in the context of the entire proforma. 

This financial proforma has been prepared by Grace Communities, based entirely on assumptions 
provided by the developer.Neither Grace Communities, its affiliates, or individuals involved in 

completing this financial proforma guarantees the accuracy of these assumptions, or the results projected 
from these assumptions in this financial proforma. This financial proforma is submitted for use by the 

developer,inuestars, and potential lenders as they see fit, and is subject to errors and omissions. 

Other entities have made preliminary estimates of the dev&pment C Q ~ ~ S .  The design of the project is 
now being revised and detailed. The development costs and schedule will be updated continuously over 

the life of the project. Neither Grace Communities, its affiliates, or the other entities guaranty the 
accuracy of the preliminary development costs OT the results projected from these assumptionS in this 

financial proforma. 
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SUBSCRIPTION AND COUNTERPART SIGNATURE PAGE 
FOR MEMBERSHIP INTERESTS 

DEER PARK OFFICE INVESTORS. LLC 

January 25,2006 

Donald J. Zeleznak 
Jonathon Vento 

Mr. Zeleznak & Mr. Vento: 

I am forwarding this letter in connection with my acquisition of -% 
membership interests in Deer Park Office Invest0 
company (the "Co:many") at a urchase price of 
and 00/100 Dsliors S %s 0 : 06 I 

You hdve informed me that the Interests will be registered pursuant to the 
Securities Act of 1933, as amended (the "Act"), or under Arizona or any other state's 
securities laws based upon your belief that the Interests are not "securities" as defined 
under the Act, or even i@6 defined, the sale to me qualifies for an exemption from the 
registration requirements of said federal and state securities laws. You have further 
advised me that you are relying in part on my representations and warranties as set forth 
in this letter for purposes of proceeding in this matter and if necessary, claiming such 
interpretations and exemptions, 

Accordingly, I hereby represent and warrant to the Company as follows: 

(a) I am aware and understand that the Company has been formed solely to 
purchase, develop and sell commercial real estate known as "Deer Park", located in the 
pleasant suburban Village of Deer Park. 37 Miles NW of Chicago and 22 miles North of 
O'Hare Airport in Deer Park, Illinois. Any fun& contributed by hleinbcrs in excess of 
the pre-development for Libertyville Office Investors, LLC will be returned to 
subscribers in proportion to the percentage of the total capital contributions by such 
subscriber (therefore causing the Percentage lnterests of all Members to remain the 
same); 

(b) 1 understand that my acquisition of the Interests is a speculative 
investment involving a hi& degree of risk, including without limitation, any and all risks 
associated with an investment in commercial real estate. 
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1 (c) I have received and rcviewed copies of the Operating Agreement for Deer 
Park Office Investors, LLC ("The Operating Agreement") as well as the profonna for 
Deer Park Office Investors, LLC and have examined such other documents and made 
such other inquiries as I deemed appropriate to verify for myself any statements made to 
me concerning the acquisition of the Interests and the Company's acquisition of Deer 
Park parcel. 

(d) Other than the limited Distribution Rights set forth in the Operating 
Agreement, J acknowledge that I may have to hold my investment indefinitely and inay 
not bc able to liquidate my investment in the Interests, even in the event of a financial 
emergency. Moreover, I understand that m y  Distribution Rights under the Operating 
Agreement are subject to the ability of the Company to sell all or significantly all of the 
property, including buildings being constructed. 

(e) I have such knowledge and experience in financial and business matters 
that I am capable of evaluating the merits and risks of my investment in the interests; 

(0 I hereby represent that I have a net worth sufficient to bear the economic 
risk of losing my entire investment in the Company without impairing my ability to 
provide for my support and support of those dependant on me; 

(g) I acknowledge that I have a pre-existing personal or business relationship 
/-- with Donald Zeleznak and Jonathon Vento, the "Managing Members" of the Company; 

(h) I am acquiring the Interests solely for my own account, for investment, 
and not with a view to, or for, the resale, distribution, subdivision or fractionalization 
thereof, and I have no present plans to enter into any contract, undertaking, agreement or 
arrangement for any such resale, distribution, subdivision or fractionalization thereof; 

(i) I have independently evaluated and understand the federal income tax 
aspects of my investment in the Company, and have received such advice in this regard 
as I deem necessary from sources that I deem qualified. In particular, I acknowledge and 
agree that the Company will, pursuant to Section 1,761-2 of the Treasurer Regulations 
promulgated under the Internal Revenue Code, as amended, elect to have the Company 
included from Subchapter K of the Internal Revenue Code. As a result, I will receive a K- 
1 but I will be individually responsible for accounting for and reporting to the Internal 
Revenue Service my taxable gain, loss or income relating to my contributions to and 
distributions for the  Company regarding my Interests; 

(j) I acknowledge that neither the principals of the Company nor any other 
persons have ever represented, warranted or guaranteed, expressly of by implication: 

( I )  the approximate or exact length of time that I will be required to 
remain a Member of the Company; and 

the percentage of profit and/or amount of, or type of, 
consideration, profit or loss (including tax write-offs and/or tax 
benefits) to be realized, if any, as a result of my investment in the 
Company, 

- 
(2) 
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-. 
Without in any way limiting my warranties and representations as set forth herein, 

I further agree that 1 shall in no event pledge, hypothecate, sell or transfer the Interests 
other than in compliance with the Operating Agreement. 

The warranties and representations contained in this investment letter shall be 
binding upon my heirs and legal representatives and shall insure to the benefit of the 
Corporation's success and assigns and your successors and assigns. 

I hereby acknowledge that I understand the meaning and legal consequences of 
the warranties and representations contained above, and I hereby agree to indemnify and 
hold harmless the Company and each other Member and the Administrator of the 
Company from and against any and all loss, damage or liability arising fiom or relating to 
any breach of any representation or warranty contained in this investment letter, 

I hereby acknowledge and agree that this shall constitute my signature page to the 
Operating Agreement and by my signature below, I agree to be bound by all terms and 
conditions set forth therein. 

Individual Member Signature: Entity Member Signature: 

Signature of individual Member 
c\QtJs?- '0 u'\ue. LL,G * 

P r i u a m e  of Entity Member 

- 
Print Name of individual Member 

Signature UT Joint Owner, if applicable 

Print Name of Joint Owner, if applicable 

; -, Print Address 

Phone # 

n 

Si nature 
Its: Pt-i, 5L+fifJr- 

Please indicate capacity 
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Accepted by Deer Park Office Investors, LLC 

its: 

Date Accepted: 

Notarv for Individual Subs cribel: 

STATE OF ) 

County of ) 
) ss: 

The foregoing instrument was acknowledged before me this day of 
,2006, by 

Notary Public 
My Commission Expires: 

Notary of Entity Subscriber: 

STATE OF 1 
County of 1 

) ss: 

The foregoing instrument was acknowledged before me this day of 
, 2006, by 8 as 

of 

My Commission Expires: 
Notary Public 
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DRAFT 

OPERATING AGREEMENT 
OF 

DEER PARK OFFICE INVESTORS, LLC 

This Operating Agreement is entered into effective as of this- day of May, 2006, by and 
arnong Vento Investments, LLC, an Arizona limited liability company (“Vento”), and Zeltor, 
LE, a Nevada limited liability company (r‘Zeltor”), as the Managers and as Members, and RJZ 
Associates, LLC, an Arizona limited liability company, as a Member, and such other persons who 
may become Members by executing Subscription Agreements or other appropriate documents that 
are accepted by the Company, and making their initial Capital Contributions, as Members of Deer 
Park Office Investors, LLC. 

ARTICLE I 
THE COMPANY: GENERAL PROVISIONS 

1.1 Formation. The parties have formed the Company as a limited liability company 
pursuant to the provisions of the Act and upon the terms and conditions set forth in this Agreement 
and the Articles of Organization, Capitalized terms and phrases used in this Agreement shall have 
the meanings given those terms in Article I1 below. The names and addresses of the Members and 
the Managers are set forth on Exhibit A. .R 

1.2 Name. The name of the Company is Deer Park Office Investors, LLC. 

1.3 Purpose. The purposes of the Company and the general character of its business are 
to: (a) acquire that certain parcel of real property located in Deer Park, Illinois, and more 
particularly described on Exhibit B (the “Property”); (b) own, develop, operate, lease, finance, 
refinance, market and sell the Property; and (c) engage in any activities necessary, incidental or 
related to the foregoing purposes. The Company shall be a limited liability company only for the 
purposes specified in this Section 1.3 (the “Permitted Activities”). The Company shall not engage 
in any activiw or business other than the Permitted Activities, and no Managa or Member shall 
have any authority to hold itself out as a general agent of any other Manager or Member in any 
other business or activity. 

1.4 Intent. It is the intent of the Managers and the Members that the Company shall 
always be operated in a manner consistent with its treatment as a “partnership” for federal and state 
income tax purposes. The Company is not a c’ppartnership” for purposes of the Arizona Uniform 
Partnership Act or a ‘‘limited partnership” for purposes of the Arizona Uniform Limited Partnemhip 
Act, and the Members are not partners. It is also the intent of the Managers and the Membe~ that 
the Company not be operated or treated as a “partnership” for purposes of Section 303 of the 
Federal Bankruptcy Code. 

-. 1.5 Office. The registered office of the Company within the State of Arizona is 9500 E. 
Ironwood Square Drive, Suite 201, Scottsdale, Arizona 85258. The Managers may change the 

ACC000228 
FILE W 5 1  

31 77 



P Company’s registered office to any other place within the State of Arizona upon written notice to 
the  Members. 

Agent for Service of Process. The name and address of the agent for service of legal 
process on the Company in Arizona is Donald J. Zelemak, 9500 E. Ironwood Square Drive, Suite 
201, Scottsdale, Arizona 85258, The Managers may change the Company’s agent for service of 
process upon written notice to the Members. 

1.6 

1.7 m. The term of the Company commenced on the date the Articles of 
Organization were filed with the Arizona Corporation Commission and shall continue until 
dissolved as set forth in this Agreement. 

1.8 Independent Activities. 

(a) Each Member hereby expressly acknowledges that each Manager and 
Member (either directly or through its Affiliates) is involved in transactions, investments and 
business ventures .and undertakings of every nature, some of which involve the real estate 
acquisition, development, leasing and sale industry (all such investments and activities being 
referred to as “IndeDendent Activities”). 

(b) Nothing in this Agreement shall be construed to: (i) prohibit any Manager or 
any Member or their respective Affiliates fiom continuing, acquiring, owning or otherwise 
participating in any Independent Activity that is not owned or operated by the Company, even if 
such Independent Activity is or may be in competition with the Company; or (i) require any 
Manager or any Member to allow the Company or the other Members to participate in the 
ownership or profits of any such Independent Activity. To the extent any Member would have any 
rights or claims against a Manager or Member as a result of the Independent Activities of such 
Person or its Affiliates, whether arising by statute, common law or in equity, the same are hereby 
waived with respect to the operation of the Company. 

-, 

(c) Each Member hereby represents and warrants to each Manager and to each 
other Member that it has not been offered, as an inducement to enter into this Agreement, the 
opportunity to participate with any Manager or any other Member in the ownership or profits of any 
Independent Activity of any kind whatsoever of such Manager or Member or its Affiktes. 

(d) The Managers and the Members hereby expressly acknowledge, represent 
and warrant to one another that they are sophisticated investors, they understand the terms, 
conditions and waivers set forth in this Section 1.8, and that the provisions of this Section 1.8 are 
reasonable, taking into account their relative sophistication and bargaining position. 

ARTICLE 11 
DEFINITIONS 

Unless otherwise expressly provided herein or unless the context otherwise requires, the 
n terms and phrases with initial capital letters used in this Agreement shall be defined as follows: 
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- “&” means the Arizona Limited Liability Company Act, as set forth in Arizona Revised 
Statutes 0 29-601 et. seq., as amended from time to time. 

ed Catital Account Balance” means an amount with respect to any Member equal to 
the balance in such Member’s Capital Account at the end of the relevant fiscal year, after increasing 
the balance in such Member’s Capital Account by any amount which such Member is deemed to be 
obligated to restore pursuant to Regulations $9 1.704-2(g) (1) and 1.704-2(i) (5). 

“Afliliate(s)” of a Person means: (a) any Person directly or indirectly owning, controlling or 
holding with power to vote ten percent (10%) or more of the outstanding voting securities of the 
Person in question; (b) any Person ten percent (10%) or more of whose outstanding voting securities 
are directly or indirectly owned, controlled or held with power to vote by the Person in question; (c) 
any Person directly or indirectly controlling, controlled by or under common control with the Person 
in question; (d) any officer, director, member, or partner of the Person in question; and (e) if the 
Person in question is an officer, director, member or partner, any company for which such Person 
acts in any such capacity. 

“Agreement” means this Operating Agreement, as amended fiom time to time. Words such 
as “herein,” “hereinafter,” “hereof’ and “hereunder,” refer to this Agreement as a whole, unless the 
context otherwise requires. 

“-of” means the Articles of Organization of the Company filed with the 
Arizona Corporation Commission on May 4,2006, as amended fiom time to time. P 

“Book Value” has the meaning given that term in Section 4.3@). 

“CaDital Account” means, with respect to each Member, the Capital Account maintained for 
such Member in accordance with Section 4.6. 

* .  “Capital Co ntnbuhons” means the amount of cash and the net fair market value of any 
property contributed by each Member to the Company pursuant to Article In, but shall not include 
amounts paid to any Person with respect to any assignment of any interest in the Company or any 
substitution of a Member. 

“Q&“ means the Internal Revenue Code of 1986, as amended h m  time to time. 

‘‘CornDw ” means the limited liability company formed pursuant to the Articles of 
Organization and any limited liability company continuing the business of this Company in the 
event of dissolution as herein provided. 

“ W o f W i t h d r a w a l ”  means an event listed in Section 29-733 of the Act. 

‘‘W means Grace Capital, LLC, an Arizona limited liability company. 

- “bdeDendent Activities” has the meaning given that term in Section 1.8(a). 
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P. “Manager” means each of Vent0 and Zeltor or any Person appointed to act as a successor 
Manager in accordance with the terms of this Agreement and designated as such in an amendment 
to  the Articles of Organization. 

“Member Loan” has the meaning given that term in Section 3.l(d). 

“Member” means any Person identified as a Member in the heading to this AgremenL If 
any Person is admitted as a Substituted Member pursuant to the terms of this Agreement, “Member” 
shall be deemed to refer to such Person. 

“Net Cash Flow” means the gross cash proceeds to the Company from all sources less the 
portion thereof used to pay or establish reserves for Company expenses, debt payments, capital 
improvements, replacements and contingencies, all as reasonably determined by the Managers. 

“Percentage Interest” means a Member’s interest, expressed as a percentage, in Profits, 
Losses, and distributions of the Company as provided for in this Agreement. The Members’ 
Percentage Interests are set forth opposite their names on Exhibit A. 

“Permitted Activities” has the meaning given that term in Section 1.3. 

“Pemrf’ means any natural person, partnership, joint venture, limited liability company, 
corporation, estate, trust, association or other legal entity. 

,- 
“Profits” and “Losses’’ mean, for each fiscal year or other period, an amount equal to the 

Company’s taxable income or loss for such year or period, determined in accordance with Code 
Section 703(a), upon consultation with the Company’s accountants or legal counsel, to comply with 
relevant Regulations, 

“F‘rowrtv” has the meaning given that term in Section 1.3, 

“Recipient Member” has the meaning given that term in Section 4.2(a). 

“Regulation$’ shall mean the Income Tax Regulations promulgated under the Code, as such 
regulations may be amended ftom time to time. 

“Substituted Member” means any Person admitted to the Company as a Member pursuant to 
Section 8.3. 

“Tax Advances” has the meaning given that tern in,Section 4.2(a). 

“Tax Amount” means an amount with respect to each Member (which may be a positive or 
negative number), determined on a yearly basis, equal to (a) the combined maximum Arizona and 
federal income tax rates applicable to individuals for the period with respect to which the Tax 
Amount is being determined, multiplied by (b) such Member’s “net income” or “net loss” for the 
year with respect to which the Member’s Tax Amount is being determined. Each Member’s Tax 
Amount shall be determined on an estimated basis, taking into account the best information 

r? 
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f l  available to the Managers, but shall be subject to reconciliation annually at the time the Company’s 
federal income tax returns are filed. For purposes of this delinition, “net income” means the 
amount, if any, by which the items of income and gain allocated to a Member for a year exceed the 
items of loss and deduction allocated to that Member for such year, and “net lossy’ means the 
amount, if any, by which the items of loss and deduction allocated to a Member for a year exceed 
the items of income and gain allocated to that Member for such year. 

“Transfer” has the meaning given that term in Section 8.1. 

“Unfunded Tax Amoun t” means, with respect to each Member, the excess, if any, of: (a) the 
sum of such Member’s Tax Amounts for the entire tern of the Company, over (b) the sum of: (i) all 
amounts previously distributed to such Member pursuant to Section 4.1; and (ii) the portion of such 
Member’s Tax Advances (if any) that have not been o s e t  by distributions withheld under Section 
4.2(b). 

“Unreturned Capital Contributions” means, with respect to each Member, such Member’s 
total Capital Contributions less distributions previously received by the Member pursuant to Section 
4,1(c). 

ARTICLE I n  
CAPITAL CONTRIBUTIONS AND RELATED MATTERS 

n 3.1 Initial Capital Contributions: Additional Capital Contributions: Initial M i d  
Account Credits and Percentage Interests: Member Loans. 

(4 Jnitial CaDital Contributions. Concurrently with the execution of this 
Agreement by the Managers and all of the Members, each Member shall contribute to the Company 
the amount of cash set forth opposite such Member’s name on Exhibit 4. 

(b) Initial Car3a.l Account Credits and Percentane Interests. In conjunction 
with the foregoing contributions, each Member shall receive a Capital Account credit and 
Percentage Interest in the Company as set forth on Exhibit A. 

(c) Additional Ca Q&& Except as provided in Section 3.1 (a) above and Section 
4.2(b) below, no Member shall be required to make any Capital Contributions to the Company 
unless such Member agrees in writing to do so. 

(d) Member Loans. Any Member may, with the Written consent of the 
Managers, make a loan (a “Member Lorn”) to the Company, solely to m e r  the business of the 
Company. Member Loans shall bear interest at a rate equal to the cost of borrowed funds to the 
Member making the Member Loan plus three percent (3%) per annw, and shall be repaid on such 
reasonable terms and conditions as may be approved by the Managers. No Member shall be 
required to make a Member Loan unless such Member has agreed in writing to do so. Member 
Loans shall be liabilities of the Company and, unless otherwise agreed by the Managers and the 
lending Member, shall be paid ftom Net Cash Flow prior to any distributions to the Members. /1 
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No Creditor Rights or Third Paw Beneficiaries. The provisions of this 
Section 3.1 are sole,j for the benefit of the Members, and no provision of this Agreement is (or shall 
be deemed to be) for the benefit of or enforceable by any creditor, contractor or subcontractor of the 
Company or any Member, and no creditor of the Company will be entitled to require any Manager 
or any Member to solicit or demand Capital Contributions or Member Loans from any other 
Member. 

to Capital Contributions. 3.2 Limitations Pertamng e .  

(a) Return of Capital. Except as otherwise provided in this Agreement, no 
Member shall withdraw any Capital Contributions or any money or other property from the 
Company without the written consent of the Managers. Under circumstances requiring a return of 
any Capital Contributions, no Member shall have the right to receive property other than cash, 
unless otherwise specifically agreed in writing by the Managers at the time of such distribution. No 
Member shall have priority over any other Member as to return of Capital Contributions, allocations 
of income, gain, losses, credits, deductions, or as to distributions, except as otherwise specifically 
provided in this Agreement. 

(b) Liabilitv of Members. Except as agreed upon in Writing, no Manager or 
Member shall be personally liable for the debts, liabilities, contracts or any other obligations of the 
Company. Except as agreed upon by the Members, and except as otherwise provided by Section 
29-65 1 of the Act or by my other applicable state law, the Members shall be liable only to make the 
Capital Contributions as provided in Section 3.l(a) above and Section 4.2(b) below, and shall not be 
required to make any other Capital Contributions or loans to the Company. Unless otherwise 
provided under the Act or other applicable state law, no Manager or Member shall have any 
personal liability for the repayment of the Capital Contributions or Member Loans of any other 
Member. 

F. 

(c) No Interest. Salary or Reimbursement. Except as specifically provided in 
this Agreement or otherwise agreed by the Members, no Member shall receive any inkrest, salary 
or drawing with respect to such Member’s Capital Contributions or Capital Account. 

(d) Withdrawal, Except as provided in Article VIII, no Member may voluntarily 
or involuntarily withdraw h m  the Company or terminate its interest in the Company without the 
prior written consent of the Managers. Any Member which withdraws fiom the Company in breach 
of this Section 3.2(d), or any Member with respect to which an Event of Withdrawal occurs: 

(i) 

(ii) 

shall be an assignee of a Member’s interest, as provided in the Act; 

shall have no right to participate in the business and a.f€&s of the 
Company or to exercise any rights of a Member under this Agreement or the Act; and 

(iii) shall continue to share in Company distributions, on the same basis 
as if it had not withdraw (or as if the Event of Withdrawal had not occurred), provided that any 
damages to the Company as a result of such withdrawal (or Event of Withdrawal) shall be o&et 
against amounts that would otherwise be distributed to such Member. 

- 
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ARTICLE IV 
ALLOCATION OF DISTRIBUTIONS, PROFITS, LOSSES 

AND OTHER ITEMS AMONG THE MEMBERS 

4.1 Net Cash Flow. The Company’s Net Cash Flow shall be distributed from time to 
time as determined by the Managers, in the following order of priority: 

(a) 
under Section 4,2; 

First, to make Tax Advances to the Members, if and to the extent required 

(b) Second, to repay all Member Loans in fbll; 

(c) Third, to the Members in proportion to their respective Unreturned Capital 
Contributions, until the Unreturned Capital Contributions of all of the Members have been 
reduced to zero; and 

(d) Fourth, the balance, if any, to the Members in proportion to their 
Percentage Interests. 

4.2 Tax Advanceq. 

,- (a) Requirement to Make Tax Advances. Prior to making any distributions of 
Net Cash Flow pursuant to Section 4.1, the Managers shall determine the extent to which any 
Member would have an Unfunded Tax Amount ifthe Net Cash Flow were distributed in accordance 
with Sections 4.l(b) through 4.l(d) above, If any Members would have Unfunded Tax Amounts 
under the circumstances described in the preceding sentence, the Company shall make advances 
(“Tax Advances”) to such Members (“Rechient Members”), in proportion to their respective 
Unfunded Tax Amounts, until all Members’ Unfunded Tax Amounts have been reduced to zero. 

(b) ~ e t x w l n  ent of Tax Advances. Tax Advances shall be recovered by the 
Company from a Recipient Member by withholding any amounts otherwise distributable to the 
Recipient Member pursuant to Sections 4.l(b) through 4.l(d), until the amounts withheld are equal 
to the total Tax Advances made to the Recipient Member. Amounts withheld under the preceding 
sentence: (i) shall be deemed to have been distributed to the Recipient Member for purposes of 
determining the Recipient Member’s right to share in future distributions under this Agreement; and 
(ii) shall be added to the Net Cash Flow and applied in accordance with the priorities in Section 4.1. 
3, upon liquidation of the Company, the amounts withheld under this Section 4.2(b) with respect to 
any Member are less than the Tax Advances received by that Member over the course of the 
Company’s existence, then such Member shall contribute cash to the Company in an amount equal 
to the deficiency, which will be treated as proceeds available for distribution in accordance with 
Section 4.1. 
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r‘ 4.3 General Allocation Rules. 

(a) General Allocation Rule. For each taxable year of the Company, subject to 
the application of Section 4.4, Profits and/or Losses shall be allocated to the Members in a manner 
which causes each Member’s Adjusted Capital Account Balance to equal the amount that would be 
distributed to such Member pursuant to Section 9.3(a) (iii) upon a hypothetical liquidaton of the 
Company in accordance with Section 4.3(b). 

o>) &Dothetical Liquidation Defined. In determining the amounts distributable 
to the Members under Section 9.3(a)(iii) upon a hypothetical liquidation, it shall be presumed that: 
(i) all of the Company’s assets are sold at their respective values reflected on the books of 8ccount 

of the Compmy, determined in accordance with Code Section 704(b) and Regulations thereunder 
(“Book Vuue”), without further adjustment; (ii) payments to any holder of a nonrecourse debt are 
limited to the Book Value of the assets securing repayment of such debt; and (iii) the proceeds of 
such hypothetical sale are applied and distributed (without retention of reserves) in accordance with 
Section 9.3(a). 

(c) Soecial Loss Allocation. Ifthe Company incurs Losses at any time when the 
Members’ Adjusted Capital Account Balances have been reduced to or below zero, such Losses 
shall be allocated to the Members in proportion to their Percentage Interests. 

(d) Special Profits Allocation. If the Company incurs Profits at any time when 
the Members’ Adjusted Capital Account Balances are less than zero and the hypothetical liquidation 
described in Section 4.3(b) would not result in any distributions to the Members, Profits shall be 
allocated to the Members in proportion to their negative Adjusted Capital Account Balances, until 
such negative balances have been eliminated. 

/- 

(e) Item Allocations. If the Managers determine, upon codtation with the 
Company’s tax advisors, that allocations of Profits andor Losses over the term of the Company are 
not likely to produce the Adjusted Capital Account Balances intended under this Section 4.3, then 
special allocations of income, gain, loss andor deduction shall be made as deemed necessary by the 
Managers to achieve the intended Adjusted Capital Account Balances. 

4.4 ~ertulatorv Allocatio~~. The allocations set forth in Section 4.3 are intended to 
comply with the requirements of Regulations Sections 1.704-l@) and 1.704-2. If the Company 
incurs “nonrecourse deductions” or “partner nonrecourse deductions,” or if there is any change in 
the Company’s “minimum gain” or “partner nonrecourse debt minimum gain,” as defined in such 
Regulations, the Managers shall make the following adjustments to the allocations required under 
this Section 4: 

(a) “partner nonrecourse deductions” shall be allocated to the Member who 
bears the economic risk of loss associated with such deductions, determined in accordance with the 
Regulations; and 

-. (b) in the event of a decrease in ‘‘minimum gain” or “partner nonrecourse debt 
minimum gain,” items of income and gain shall be allocated to the Members in the manner and to 
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r‘ the extent required under the Regulations to comply with any requirement for a ‘ W u m  gain 
chargeback” thereunder. 

In addition, if a Member receives an adjustment, allocation or distribution described h Regulations 
Section 1.701-1@)(2)(ii)(d)(4), ( 5 )  or (6) and as a result thereof has a negative Adjusted Capital 
Account Balance (after taking into account the adjustments described in the foregoing Regulations 
Sections), items of income and gain shall be allocated to such Member in an amount and manner 
sufficient to constitute a “qualified income offset” within the meaning of the Regulations. 

4.5 Special Tax Allocations. The Company shall make such allocations as may 
reasonably be required to comply with the requirements of Code Section 704(c) and any 
Regulations thereunder with respect to any property contributed to the Company by any Member, 
using such method as is determined by the Managers, consistent with the requirements of the 
Regulations promulgated under Code Section 704(c). If the Book Value of any Company asset is 
adjusted in accordance with the Regulations under Code Section 704(b), the Company shall make 
allocations with respect to such asset in a manner determined by the Managers, consistent with the 
requirements of Regulations Section 1.704-1 (b)(2)(iv)(g). 

4.6 CaDital Accoun$ A Capital Account shall be maintained for each Member in 
accordance with the Regulations, under uniform policies and procedures established by the 
Managers, upon consultation with the Company’s tax advisors. 

,-. 4.7 Treatment of F w .  Fees payable to a Member, as provided in Article VI, shall be 
treated solely for tax purposes (and not for purposes of determining such Member’s right to receive 
such fees) as “guaranteed payments” within the meaning of Code Section 707(c). 

ARTICLE V 
MANAGEMENT OF THE COMPANY 

5.1 Management of the Company. 

(a) Administrative Manmer - Day-to-Day Management. The day-today 
business and affairs of the Company shall be managed by the Company’s “Administrative 
Manage?, The initial Administrative Manager of the Company shall be Jonathon Vento. 
An Administrative Member may be removed or replaced by the affirmative vote of a 
majority in number of the Managers other than the Administrative Manager. If the 
Administrative Manager resigns, a replacement Administrative Manager may be appointed 
by the affirmative vote of a majority in number of the Managers other than the resigned 
Administrative Manager. Subject to the other terms of this Agreement, including Section 
5.l(c) below, the Admhismtive Manager shall have the duty, responsibility and authority, 
of behalf of the Company, to, in accordatlce with each applicable Approved Budget: 

(i) negotiate and execute on behalf of the Company all instruments and 
documents: (1) necessary to carry out the ordinary business of the Company (including, without 
limitation, checks, drafts and contracts which are terminable by the Company within 30 days and 
without penalty); or (2) approved by the Managers; 

I--.. 
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(ii) 

(iii) 

oversee and manage the development of the Property; 

purchase liability and other insurance to protect the Company’s 
Property and business; 

(iv) open bank accounts in the d e  of the Company; 

(v) temporarily invest Company funds in short term insured accounts to 

employ accountants, legai counsel, managing agents or other experts 

act as the ‘’tax matters partner” pursuant to Code Section 6221; 

pay all expenses of the Company, including, without limitation, 
taxes, ~nsurance, property management fees, legal, accounting and other professional services fees 
and ordinary maintenance expenses, all in accordance with each applicable Approved Budget; and 

the extent not required to pay the current expenses of the Company’s business; 

to perform services for the Company and to compensate them from Company funds; 
(vi) 

(vii) 

(viiij 

(ix) do and perform all other acts as may be necessary or appropriate to 
the coudu~t af the day-to-day operations of the Company in accordance with each applicable 

,-. Approved Budget. 

(x) execute all closing documentation necessary for the acquisition of 
land or for the dosing of condominium units on behalf of the Managers. 

@) Budget Premration and Approval Process. 

(9 submission of Annual Budgets. On or before June 31 of each 
calendar year, the Administrative Manager shall prepare and submit to the Managers a proposed 
budget for the Company’s operations for the immediately following calendar year. (each a 
“Pro-posed Buds@”). The initial Proposed Budget for the Company’s operations during the 
period beginning on the date of this Agreement and ending on December 3 1,2006, is attached as 
Exhibit C (the “Initial Proposed Budeet”). Before any Proposed Budget is implemented, the 
Managers will be required to approve the Proposed Budget as provided in Section 5.l(b) (ii) 
below. A proposed amendment to an Approved Budget will also require the approval of the 
Managers as provided in Section 5.1 (b) (ii) below. 

(ii) Review Period. The Managers.shall have thirty (30) days within 
which to review a Proposed Budget (or any amendment to an Approved Budget proposed by the 
Administrative Manager). Unless a Manager objects in writing to the Proposed Budget (or an 
amendment to an Approved Budget) within such thirty (30) day period, the Proposed Budget (or 
amendment to an Approved Budget) shall be deemed approved by the Managers and shall be 
deemed an “Approved Budget” hereunder. The Initial Proposed Budget is hereby approved by 
the Managers and shall be an Approved Budget. Until any Proposed Budget or amendment to an 

-. 
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-. Approved Budget is adopted, the existing Approved Budget. will remain in effect, and the 
Administrative Manager will be authorized to act in accordance with the previously existing 
Approved Budget. 

(c) M-. Except to the extent specifically delegated to the 
Administrative Manager pursuant to Section 5.l(a) above, the right to manage, control and 
conduct the business and affairs of the Company shall be vested solely in the Managers, and all 
decisions regarding the operation of Company and its business and affairs shall be made by the 
affumative vote of a majority in number of the Managers. The Managers shall devote such time 
and effort to the Company and its business as is appropriate to conduct the business of the Company 
in an effective manner, but shall not be required to devote 111 time efforts to the Company. Any 
vote that is deadlocked shall be resolved by Jonathon Vento casting the deciding vote. Decisions 
requiring the affirmative consent of the Managers shall include, but not be limited to, the following: 

(i) pay or commit to pay any extraordinary expense of the Company not 
authorized in an Approved Budget; 

(ii) incur any indebtedness, commitment, obligation or liability other 
than as set forth in an Approved Budget; 

(iii) cause the Company to enter into any agreement or contract which is 
not terminable by the Company within 30 days and without penalty; 

,-. 
(iv) sell all or substantially all of the Property or acquire or sell any other 

real property; 

(v) causing the Company to borrow money, whether secured or 
unsecd ,  from banks, other lending institutions, any Member, any Affiliate of a Member or any 
other source; 

(vi) cause the Company to encumber or grant security interests in its 
assets to secure repayment of borrowed sums; 

(vii) amend the Articles of Organization, except that any amendments 
required under the Act to correct any inaccuracy in the Articles of Organization or to reflect a 
change in the Members may be filed at any time by the Administrative Manager; 

(viii) authorize the Company to make an assignment for the benefit of 
creditors of the Company, file a'voluntary petition in bankruptcy or consent to the appointment of a 
receiver for the Company or its assets; or 

(ix) take any other action requiring the consent of the m e r s  under the 
terms of this Agreement. 

.-,- (d) Comrmny Bank Accounts. The Administrative Manager shall cause the 
Company to open a business checking account at National Bank of Arizona, Scottsdale, Arizona 
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P. and at Union National Bank, St. Charles, Illinois. The Administrative Manager shall be authorized 
to sign checks in the Company’s name to the extent any such check is for the papent of an 
expense reflected in an Approved Budget. 

Limitations on Liabilitv; Indemnitv. No Manager or Member, or its or their 
Affiliates (an “w”), shall be liable to the Company or to the other Managers or Members for 
actions taken in good faith by the Actor in connection with the Company or ita business; provided 
that an Actor shall in all instances remain liable for acts in breach of this Agreement or which 
constitute bad faith, fiaud, willful misconduct or gross negligence (except to the extent the 
Company is compensated for the same by insurance coverage maintained by the Company). The 
Company, its receiver or trustee shall indemnify, defend and hold harmless each Actor, to the extent 
of the Company’s assets (without any obligation of any Member to make contributions to the 
Company to fulfill such indemnity), from and against any liability, damage, cost, expense, loss, 
claim or judgment incurred by the Actor arising out of any claim based upon acts performed or 
omitted to be performed by the Actor in connection with the business of the Company, including 
without limitation attorneys’ fees and costs incurred by the Actor in the settlement or defense of 
such claim; provided that no Actor shall be indemnified for claims based upon acts performed or 
omitted in breach of this Agreement or which constitute bad faith, fraud, willful misconduct or gross 
negligence. 

5.2 

5.3 Reimburs ement of Manaa er Em enses. Each Manager shall be entitled to 
reimbursement fkom the Company for costs incurred by it in connection with the performance of its 
duties hereunder, but only to the extent such expenditures are set forth in an Approved Budget. P 

ARTICIJZ VI 
FEES TO THE MANAGERS, 

CERTAIN MEMBERS AND THEIR AFFLLIATES 

6.1 Fees. The following fees shall be paid to certain Managers, certain Members and 
certain of their respective Afliliates: 

(a) Development Fee. h connection with the ~ a s t r u c t u r e  development of 
the Property and the development of the ofice condominium buildings, the Company shall pay a 
development fee of $300,000 (the “pevelopment Fee”) to Grace, which is owned indirectly by 
Jonathon Vento, & blember of Vento, and by Zeltor. The Development Fee shall be payable as 
follows: $1 %,OOO upon the close of escrow to purchase the Property (provided all equity has 
been received by the Company) and the balance to be paid in equal monthly installments over the 
remaining ten (10) month period ($15,000 per month), commencing with the acquisition date of 
the Property. 

(b) Buil fi. ’ In connection with the 
construction of the Property, the Company shall pay a building construction management fee of 
$100,000 (the   build in^ ction Man aeement Fee”) to Vento, a Manager and Member of the 
Company. The building construction management fee shall be paid in five (5 )  equal payments 
commencing with the issuance of the preliminary grading permit for the buildings. n 
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6.2 Dealinn with the ComDany. Each Manager and any of its Mliates shall have the 
right to contract or otherwise deal with the Company for the rendition of services and other 
purposes, and to receive payments and fees from the Company in connection therewith 89 the 
Managers shall d e t e d e ;  provided that: (a) such payments or fees, other than those specifically 
covered in Section 6.1, are comparable to the payments or fees that would be paid to unrelated 
Persons providing the same property, goods or services to the Cqmpany; (b) such agreements are 
terminable upon sixty (60) days’ notice, without penalty; and (c) all such agreements are fully 
disclosed to the Managers prior to their effectiveness. A Manager may provide accounting and 
other administrative services to the Company and in such event shall be reimbursed for the cost of 
providing such services, provided that such cost shall not exceed the prevailing rate or cost for such 
services in the Phoenix, Arizona metropolitan area. 

P.~ 

ARTICLE VI1 
BOOKS AND RECORDS 

The Company shall maintain and preserve at its office all accounts, books, and other 
relevant Company documents as may be required to be maintained under the Act or the Code. Each 
Member shall have the right, during ordinary business hours, to inspect and copy such Company 
documents at the Member’s expense. 

ARTICLE VIII 
ASSIGNMENT OF INTERESTS IN TBE COMPANY 

.n 8.1 General, No Member shall sell, assign, pledge, hypothecate, encumber or otherwise 
voluntarily transfer by any means whatever (“Transfeq”), either directly or indirectly, all or any 
portion of its interest in the Company without the consent of the Managers, which consent may be 
withheld in the sole and absolute discretion of each Manager. A transferee or a Member’s interest 
in the Company will be admitted as a Substituted Member only pursuant to Section 8.3. Any 
purported Transfer which does not comply with the provisions of this Article 8 shall be void and 
shall not cause or constitute dissolution of the Company; provided, however, that this Section 8.1 
shall not be construed to prohibit any Transfers between or among existing Members of the 
Company. 

8.2 &sirnee of Member’s Interest. If, pursuant to a Transfer of an interest in the 
Company by operation of law and without violation of this Article VI11 (or pursuant to a Transfer 
that the Company is required to recognize notwithstadm ’ g any contrary provisions of this 
Agreement), a Person acquires an interest in the Company, but is not admitted as a Substituted 
Member pursuant to Section 8.3, such Person shall be entitled to receive distributions and 
allocations with respect to such interest as set forth in this Agreement, including Section 8.4, but 
shall have no right to any idonnation or accounting of the affairs of the Company, shall not be 
entitled to inspect the books or records of the Company, and shall not be entitled to any of the rights 
of a Manager or a Member under the Act or this Agreement. 

8.3 Substituted Members. Except as provided in Section 8.1 above, no Person taking or 
acquiring, by whatever means, the interest of any Member in the Company shall be admitted as a 
Substituted Member without the written consent of the Managers, which consent may be withheld f--. 
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in the sole and absolute discretion of each Manager. In addition, such Person shall satisfy the 

Elect to become a Substituted Member by delivering notice of such election 

Execute, acknowledge and deliver to the Company such other instruments as 
the Managers may reasonably deem necessary or advisable to effect the admission of such Person as 
a Substituted Member, including, without limitation, the written acceptance and adoption by such 
Person of the provisions of this Agreement; and 

c following requirements: 

(a) 
to the Company; 

(b) 

(c) Pay a transfer fee to the Company in an amount sufficient to cover all 
reasonable expenses connected with the admission of such Person as a Substituted Member. 

The Members shall amend this Agreement and the Articles of Organization (to the extent required 
by law) from time to time to reflect the admission of any Substituted Members. 

8.4 Distributions and Allocations in Respect to Transferred Interests . If any interest in 
the Company is transferred during any accounting period in compliance with the provisions of this 
Article Vm, Profits, Losses, each item thereof and all other items attributable to such interest for 
such period shall be divided and allocated between the transferor and the transferee by taking into 
account their varying interests during the period in accordance with Code Section 706(d), using any 
conventions permitted by law and selected by the Managers. All distributions on or before the date 
of such Transfer shall be made to the transferor, and all distributions thereafter shall be made to the 
transferee. 

f l  

8.5 pi& of First Refusal. If any Member should receive a bona fide offer to purchase 
all or any portion of such Member’s Company interest (either directly or through the sale of greater 
than fie percent (50%) of the equity of such Member, if such Member is an entity), which such 
Member desires to accept, such Member shall fjrst notify the other Members in writing of the name 
and address of the offeror and the price and terms of the offer (and forward a complete copy of said 
offer to each other Member), The other Members shall then have the right, for a period of thuty 
(30) days following the receipt of such notice, to purchase said interest, or the portion involved in 
the offer, for the same price and on the same terms as contained in the notice, net of any 
commission agreed to be paid in comectipn with said offer. If more than one Member elects to 
purchase the offered interest, then those Members shall purchase the offered interest in the same 
proportion as their Percentage Interests beir to one another, or in such other proportion as the 
purchasing Members agree. If no other Member timely elects to purchase the offered interest 
during the applicable thirty (30) day period, the interest may then be sold and assigned to the 
offeror, but only for the price and on the terms contained in the notice to the other Members. If the 
sale and assignment to the offeror is not be concluded within sixty  (40) days following the 
expiration of the initial thirty (30) day period given to the other Members, no sale or assignment 
shall be made without again affording the other Members the right to purchase as hereinabove 
provided. 
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ARTICLE IX 
DISSOLUTION AND TERMINATION 

9.1 Dissolution. The Company shall dissolve upon the first to occur of the following: 

(a) The written agreement of the Managers to dissolve the Company; 

(b) The sale of all of the Company’s property and the collection and distribution 

The entry of a decree of dissolution under, Section 29-785 of the Act; or 

of all proceeds therefrom, 

(c) 

(d) Upon an Event of Withdrawal with respect to the last remaining Member. 
Except as provided in this Section 9.l(d), the Company shall not dissolve upon the occurrence of 
an Event of Withdrawal with respect to any Member or Manager, but shall instead continue its 
business without interruption until subsequently dissolved as provided in this Section 9.1. 

9.2 Winding Ug. 

(a) Notice of Windinn UQ Following the dissolution of the Company, as 
provided in Section 9.1, the Managers shall execute and file a notice of winding up with the Arizona 
Corporation Commission. - (b) Effect of Filing. M e r  the dissolution of the Company, the Company shall 
cease to carry on its business, except insofar as may be necessary for the winding up of its business, 
but its separate existence shall continue until articles of termination have been fled with the Arizona 
Corporation Commission or until a decree dissolving the Company has been entered by a court of 
competent jurisdiction. 

9.3 LiauidatioQ. 

(a) Upon dissolution of the Company, the affairs of the Company shall be 
wound up and all of its debts and liabilities discharged in the order of priority as provided by law. 
Any gain or loss on disposition of Company properties in the process of liquidation shall be 
allocated to the Members in the manner set forth in Article N. The fair market value of any 
property to be distributed in kind shall then be determined by an independent appraiser selected by 
the Managers. The difference between the value of property to be distributed in kind and its book 
value shall be treated as a gain or loss on the sale of the property and shall be allocated to the 
Members in the manner set forth in Article W .  The proceeds from liquidation of the Company 
assets shall be applied as follows: 

(i) 

(ii) 

(iii) 

Payment to creditors of the Company, other than Members, in the 

Payment of Member Loans, if any, made to the Company. 

To the Members in accordance with Section 4.l(b) through (d). 

order of priority provided by law, including establishment of any necessary reserves. 

ACC000242 
FILE #8451 15 3191 



/? (b) The winding up of the affairs of the Company and the distribution of its 
assets shall be conducted by the Managers, who are hereby authorized to do all acts authorized by 
law for these purposes. Without limiting the generality of the foregoing, the Managers, in carrying 
out such winding up and distribution, shall have full power and authority, in their discretion, to sell 
all or any of the Company assets, or to distribute the same in kind to the Members (and the 
proportion of such share that is received may vary fkom Member to Member), and may purchase 
any Company assets for the fair market value thereof, as determined pursuant to Section 9.3(a) 
above. Any assets distributed in kind shall be subject to all agreements relating thereto which shall 
survive the termination of the Company. 

Articles of Termination. When all debts, liabilities and obligations have been paid 
and discharged or adequate provisions have been made therefor and all of the remaining propem 
and assets have been distributed to the Members, articles of termination shall be executed and filed 
with the Arizona Corporation Commission by the Managers. 

9.4 

ARTICLE X 
MISCELLANEOUS PROVISIONS 

10.1 Notices. Any written notice, offer, demand or communication required or permitted 
to be given by any provision of this Agreement shall be deemed to have been sufliciently given for 
all purposes if delivered personally to the party to whom the same is directed or if sent by certified 
mail, return receipt requested, addressed to each Manager's and Member's address as set forth on 
Exhibit A. Any such notice that is sent by certified mail, return receipt requested, shall be deemed 
to be given two (2) days after the date on which the same is mailed. Otherwise, such notice shall be 
deemed given upon receipt. Any Manager or Member may change its address for purposes of this 
Agreement by giving written notice of such change to the other Managers and Members. 

f- 

10.2 &.I 'cle and Section Headinqg. The Article and Section headings in this Agreement 
are inserted for convenience and identification only and are in no way intended to define or limit the 
scope, extent or intent of this Agreement or any of the provisions hereof. 

10.3 Constru ctioq. Whenever the singular number is used herein, the same shall include 
the plural; and the neuter, masculine and feminine genders shall include each other. If any language 
is stricken or deleted from this Agreement, such language shall be deemed never to have appeared 
herein and no other implication shall be drawn therefiom. 

10.4 Severability. If any covenant, condition, term or provision of this Agreement is 
illegal, or if the application thereof to any person or in any circumstance shall to any extent be 
judicially determined to be invalid or unenforceable, the remainder of this Agreement, or the 
application of such covenant, condition, term or provision to persons or in circumstances other than 
those to which it is held invalid or unedorceable, shall not be affected thereby, and each covenant, 
condition, term and provision of this Agreement shall be valid and enforceable to the fullest extent 
permitted by law. 

n 
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i0.5 GoyeminP Law, This Agreement shall be construed and enforced in accordance 
with, and governed by, Arizona law. 

Counterparts. This Agreement may be executed in one or more counterparts, each 
of which shall, for all purposes, be deemed an original and all of such counterparts, taken together, 
shall constitute one and the same Agreement. 

r’. 

10.6 

10.7 Entire Aaeement: Amendme n@. This Agreement constitutes the en& agreement 
of the parties. All prior agreements among the parties, whether written or oral, are merged herein 
and shall be of no force or effect. This Agreement may only be amended by a written instrument 
signed by all of the Managers and all of the Members. 

10.8 Further Assurances. The Members will execute and deliver such further instruments 
and do such M e r  acts and things as may be required to carry out the intent and purposes of this 
Agreement. 

10.9 Successors and Assigns. Except as otherwise provided in this Agreement, every 
covenant, term and provision of this Agreement shall be binding upon and inure to the benefit of the 
Members and their respective heirs, legatees, Iegd representatives, successors, transferees and 
assigns; provided that this Section 10.9 shall not be deemed to: (a) authorize any Transfer not 
otherwise permitted under this Agreement; (b) confer upon the assignee of a Member’s interest 
any rights not specifically granted under this Agreement; or (c) supersede or modify in any 
manner any provision of Section 8. - 

10.10 Waiver of Action for Partition. Each Member irrevocably waives any right it may 
have to maintain any action for partition with respect to any of the Company’s assets. 

10.11 Attorneys’ Fees. In the event any party to this Agreement shaU be required to 
initiate legal proceedings to enforce performance of any term ox condition of this Agreement, 
including, but not limited to, the payment of money or the enjoining of any action prohibited 
hereunder, the prevailing party shall be entitled to recover such sums, in addition to any other 
damages or compensation received, as will reimburse the prevailing party for reasonab1e attorneys’ 
fees and court costs incurred on account thereof notwithstanding the nature of the claim or cause of 
action asserted by the prevailing party. , 

1 0.12 Remedies. The rights and remedies of the Members hereunder shall not be mutually 
exclusive, and the exercise by any Member of any right to which it is entitled shall not preclude the 
exercise of any other right it: may have. 

10.13 Tax Elections. The Managers shall cause the Company to make dl elections 
required or permitted to be made for income tax purposes. 

10.14 Representations and Warranties. Each Member represents and warrants to the 
Company, to each Manager and to each other Member that: 
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.,A 
(a) It has acquired its interest in the Company for its own account, for 

investment, and not with a view to or for the resale, distribution, subdivision or fractionalization; 

(b) It has no contract, undertaking, understanding, agreement or arrangement, 
formal or informal, with any Person to sell, transfer or pledge aU or any portion of its interest in the 
Company and has no current plans to enter into any such contract, undertaking, understanding, 
agreement or arrangement; 

(c) It has such business and financial experience alone, or together with its 
professional advisers, that it has the capacity to protect its own interests in connection with its 
acquisition of an interest in the Company; 

(d) It has sufficient fmancial strength to hold the interest in the Company as an 
investment and bear the economic risks of that investment (including possible complete loss of such 
investment) for an indefinite period of time; 

(e) It has been afforded the same access to the books, financial statements, 
records, contracts, documents and other information concerning the Company and the prospective 
business of the Company as has been afforded the other Members and has been afforded an 
opportunity to ask such questions as it has deemed necessary or desirable in order to evaluate the 
merits and risks of the investment contemplated herein, 

(f) It has performed its own due diligence with respect to its interest in the 
Company and is relying on that due diligence in making this investment and it is not relying on the 
other Members, any of the Managers or their respective Affiliates with respect to tax, suitability or 
other economic considerations; 

- 
(g) This Agreement constitutes a legal, valid and binding obligation of the 

Member enforceable against the Member in accordance with its terms; and 

(h) To the Member’s knowledge, the execution, delivery and performance of this 
Agreement by the Member does not and will not violate, conflict with or contravene any judgment, 
order, decree, writ or injunction, or any law, d e ,  regulation, contract or agreement to which the 
Member is subject. 

(i) Upon the later of the close of escrow for the purchase of the Property by the 
Company or upon 100% receipt of all equity as described in Exhibit A, Grace shall be credited with 
predevelopment costs plus miscellaneous operating expenses as described on Exhibit D, and all 
deposit money will be reimbursed to the appropriate entities. All money advanced by Orace prior to 
close of such escrow shall be treated as a member loan as described in Section 3.l(d). 

10.1 5 Upon the close of escrow for the purchase of the Property by the Company and at all 
times thereafter, until the entire parcel is sold or the individual units are sold, only the Managers and 
NOT the Members shall be required to provide capital above the initial capital contributions used 
for acquisition equity and operating expenses as necessary to approve the project with the City of 
Deer Park and to pay all carrying charges required but not limited to real estate taxes, homeowner 
association fees, loan costs and payments, architectural fees, engineering fees, City of Deer Park 

n 
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/1 department GI. real estate application and processing fees that are in excess of the initial capital 
collected at the formation of this Company. The Managers shall be permitted to either borrow the 
additional capital necessary for completion of the project or the Managers may provide additional 
capital pro rata. 

10.16 The Company will establish a checking account with all checks requiring approval 
by Jonathon Vento or Donald J. Zelemak, who shall be the sole signators on the account. 

10.17 Upon the close of escrow for the purchase of the Property by the Company, the 
Company shall be required to deposit all proceeds or excess capital in excess of the acquisition 
equity into an operating account, This money shall be used to obtain the approval of the City of 
Deer Park of the Company’s development plans for the Property and to pay all carrying charges 
required, including but not limited to, real estate taxes, homeowner association fees, loan costs and 
payments, architectural fees, engineering fees, City of Deer Park department of real estate 
application and processing fees and all other predevelopment fees. This money shall be placed in a 
business checlcing account. 

ARTICLE M 
DISCLOSURES 

1 1.1 Donald J. Zeleplak hereby disclosed that he is: (a) a licensed real estate broker in the 
State of Arizona; (b) a manager of Grace; and (c) a member of Zeltor, which is a Member and 
Manager of the Company and member of Grace. Upon the close of escrow for the purchase of the 
Property by the Company, Donald J. Zeleznak, PLC, licensed with Keller Williams Southwest 
Realty, shall be entitled to a real estate brokerage commission as representative of the Company, as 
the buyer of the Property. Also, after the close of such escrow, the Company shall enter into a 
Development Agreement and a Construction Management Agreement with Grace and an agreement 
with Vento to manage the design, approval, and development of the Property and the general 
business of the Company. 

Tc 
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A 
IN WITNESS WHEREOF, the parties hereto have executed this Agreement effective as of the date 
first above written, 

VENT0 INVESTMENTS, LLC, an Arizona 
limited liability company, Manager and Member 

n 

Jonathon Vento, Member 

ZELTOR, LLC, a Nevada limited liability 
company, Manager and Member 

Donald J. Zeleznak, Member 

RJZ ASSOCIATESy LLC, an Arizona limited 
liability company, Member 

By: 
Ryan Zeleznak, Member 
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EXHIBIT A 

Manaszers’ and Members’ Names and Addresses Initial Capital Contribution Percentage Interest 

Zeltor. LLC -- 
RJZ Associates LLC s 
Investors 

P. 
Totai 

ACC000248 
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$45 

$45 

$10 

$1,840,000 

$1,84O,lOo 

27% 

27% 

6% 

40% 

100% 

31 97 
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Komeovi  'II e off ice Investors, LLC 
. .  . .  . .  

. .  . .  . . . .  .A Comrrkrcial Cgndomhium Development 
. . .  
. . .  In Ro~ov~e ,~I l l i i o i s  ._ 

. .  
. . . . .  . . . .  . . .  . .  '. . .  . . . .  . .  . I  

. .  
. .  . .  

, .  
. .  

. .  . .  

. . . . . . .  . . .  . . . . .  . . . .  . .  . . .  . . .  . .  . . . .  . . .  . . .  . . .  . .  , .  . .  .. , .  . .  . . .  . . . .  . .  . .  
. . . . .  

. .  

. . .  , .  '' . " ExcluShily'~&6nted '1 ' . ' . .  
. , .  . 

. .  . . . . .  . . . . . . .  
, . 'by; 

. .  
. .  

Gace communities 

Grace Com~nunities 
9500 Bast Ironwood'Square Drive 
Scottsdale Arizona 85258 

! . i  
I 

i 

ACC000249 
FILE #8451 

I 

QRACECOMM UN UTE EB 

EXHIBIT 

d - 1  

1 

BLKOOOI 10 



I 

! 

1 

. ,  

I 

ACC000250 
FILE #8451 

Tabk of Contents 

2206 

BLK000111 



' f  

' !  

' !  

' I  

? 

RISK ANALYSIS 
This package is intended for 

sophisticated real estate investors. This 
is a highly speculative real estate 
development project and should only be 
made by persons who can afford to lose 
their entire invesbnent. Some of the risk 
factors include no assurance of 
profitability, a downturn in the 
commercial real estate market, inability 
to secure acquisition or construction 
financing, unforeseen competition and 

. the need for additional capital. We 
recommend that Investors consult legal, 
accounting and financial planning advice 
prior to investing. 

The Investor is aware that any 
renderings depicting individual units, 
site plans and square footage are all 
conceptual in nature and may change in 
the future, Grace Communities reserves 
the right to modify the interior and 
exterior design, specifications, location, 
size, design features and pricing of each 
unit. 

2207 
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. . .  . .  . .  

. . .  

Project Overview 
Grace Commhities:is pleased to annowice the development of the Romeoville 
Office Condominiti& 1Qcated in the beautiful Village:of Roheoville, It. One of ' 

Romeoville's greatest.assets is i ts  location. It sits jwt 25 mil&+ southwest of 
Chicago,with easy access to.1-55, Rt. 53, Ir355 and Weber Road -which has become 
one of the fas&st groMiing commercial cor~dork in Will County. Proposed, for this 

f 
l 

. 
1 . .  . .  . .  

projed'is . .  over 50,000 square feet'ofofficecondondo space. ' . .  
. .  . .  . . .  ! 

. .  , .  

. .  
, .  ! . . . . .  Financial Summary: .; I ..; . .  

. .  TotalPnject~&.~ '. ' .' $ (6,h3,000) $ .  '(l3i.46) 

. . .  Total. Per NSF . .  - . .  

. .  
I .  . I. 

$ : . :'16820 . .  
" . ' 

_ ' a  : "  : ,$. .8ATO,ooo 
I '. Net Revenue ::, . .  

. . . .  

. ,  . .  
. .  

. . .  
. .  

, .  , .  , .  . .  . .  

. . . .  . .  

. , ' TotalErojectPmfit ". . .  $', '1,@7poo $ 32.74 
. .  

. . .  . .  
. .  i 1  

! '  , .  
, . I  

s .E!quityInvested .$ 1 , w m .  $ 39.46 
. .  

. i  

Equity Parttier Profit .44% ' $ 655m $ . 13.10 
. . .  

t 0. ' Investor Cash on Cash Return ' 33% 

ACC000252 
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' 1  

i . .  

I 

. .  

. .  .. 

'RorneoviIIe Office Investors, 1 I C 
. .  

. .  

, .  

.' Entitlements . .  

' This project is zoned and has received City of Romeoville approval for the use as an offlce project. 
The architectural design is currently being approved by the city. 

' ' 

. .  
. .  . .  

Consultant . .  Team 1 ' ' :  ' I .  

. .  . .  . .  

Develope: Grace ComrnunitZes 
Design & Layout: Grace Communities 
Architect: 
Sdes.Agenk' . Real Estate Consultents, Inc. . i : . 

. Monarch Design & Construction 

' ... CoiyeiStoS: . ., ' , MO*+ DeSigri gtconstricti?. , .  
. .  

. . .  , - . , . .  . . . -  . .  . .  
, I. . , ' .  

. . . .  . .  . , , .  . . '. ', . 1. *. , . 

. .  
I 

j s  

. .  ACC000253 
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Area Map 
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. .  

. .  
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. . .  

. .  

! a  I 
. . .  

. .  

I .  

. .  

. .  . 
. .  , 

. .  
. . ,  

. . .  

. .  
. .  

. .  

Aerial Photograph 
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Project Data 

.. 4p 'Aixes 

I .  

c 14.00 ./sf 
Land Area: 
Land Cost pf of Lanc! 11 wa: 

CovFa&: . . 26% 
. .  Bizil&Ag s q u a b  seeti 50,000 GSF . . .  

. .  

' Development Proforma . 

Land Cost 
Appmval SoH Cost 
Total Lnd Cost 

Building & ate Cost 

Architectural Design 
Interest carry 8.00% 

-wsn 
DeaignlZeViWFeeS 
Lesal 
WI Estate Taxes 
Weloper Fee 

MisEelIaneaus 
%ww 

C-fh3f-Y 
Marketibg 
site Main- 

Pl;mReviaY@ees 
. UtultyCatmectionPees 

Permit Fee8 
Construction Management Few 
IneuFance 
Construction Finance Pees 
other consultants 
Accounting 
Total Construction Cost 

TOW Project Costs 

ACC000256 
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60.00 
' 4.99 

' 0.30 
0.30 
0.20 

0.4 
5.00 

. 0.50 
1.00 
2m 

0030 
1:OO 

. ,0;40 
1.00 
2.00 

. 0.40 
1.00 
0.40 

0.m 

0 9 .  

$ 5,w $ 0.10 
$ 4,089,600 s 8279 

Incomplete Without Disclaimer Page 7 
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' !  

Building Sales Analysis ' 

&lidingSal&' ' $ 9,000,000 $ 180.00 
$ (5@/rn) $ '  (10.80) 

. $  (so,000) ' $ ,. I 0.00) 
$ 8,4lQ,aOO s , ,168.20 

sal&cornn\lssions 6.0% 
Closing Costs (1OClosirigs) : : 
Net Revenue 

. .  
I .  . .  

. . .  
, .  

. . .  . .  . .  . .  .. . 

Financing & ' Investment Analvsis . .  

Total Loan Amount 

. .  

. .  . 
. .  

S 982,262 
!J 654842 

WO Equity Cash on Cash Return 
Aniicipated 12 - 18 Month R"JIBct M u l e  

. .  

' : 

. .  

I 

. .  

Incomplete Without Disclaimer Page 8 
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i 

. .  

. . .  

. . .  
. . .  . . .  

. .  
. . .  

Di&k&e~' ' . .  . I .  

. . .  
In Romeoville, Illinois' .. 

This financial profor&a is intended to be reviewed irijts at i re ty .  Portions of this 
financial proforma may lead to'inaqate assumptions when not viewed in the 

context of , .  the entire proforma. 
. .  . . . .  . . . .  I .  
, .  

This finan'kiai'proforma has been prepared by Grace ,Communities, basedkntirely 
on assumptioIwpro'crided by the developer, Neither Gra& Commy.nities>its. ' 

affiliates, or individuals involved i.n ajmpleting this financial profom guar~&t&s 
the..ac&acy of these assumptions, or the resvlts projected from these as s~~~~~p&ons  ' ' 

in:'th$s ~&nan&~l.profonna. This financial ppf~rma is submitted for use'by the 

: . andomissions. , I .  ' 

Other ent2ies have made pr4iminary &timat& of the development costs:,The. 
design of the pro,ject.,is new bekg revised ana de€aile&.The deirelopmenf c&g 

, . and schedule willbe updated continuously,over the' life ofi.the pri&. Ndther 
Grace C k m t i e s ,  its affiliates, or the other.entities' guaranty the accuracy of the 
p r e l m  development cost$ or the ksults $ioj&ed . . .  fr6m these ass+ptio&& . *  

developerj, investors, . . .  and potential.lenders as.tJiey.see . . . .  fit, and subject to 
. . . . . . .  . . . .  . . . .  

. . . . . . .  . . .  . . . . . . . .  
. . . .  . .. I .  , .  . . .  

. . ,  . .  

. .  . .  
. .  . .  

. .  . .  . .  
. . I  

. .  , . .  
I .  

. .  . .  

. . . .  ' this finmd.profo;Pr;a. . 
I .  I .  

. .  . .  
. .  , ,  . .  . .  

. .  . .  
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SUBSCRIPTI ON AND COUNTERPART SIGNATURE PAGE 
FOR MEMBERSHIP INTERESTS 

KOMEOVILLE OBFICE INVESTORS. LLC 

February 14,2006 

Donald J. Zelemak 
Jonathon Vent0 

. .  

Mr. Zeleznak & Mr. Vmto: 

, .  

1 

I am forwarding this letter in connection with my 
acquisition of -% membership interests in Romeoville Ofice Investors, LLC an 
Arizona limited liability company (the "Company") at a purchase prim of 

and 0011 00 Dollars $ 

You have informed me that the Interests will be registered pursuant to the 
Securities Act of 1933, as amended (the "Act"), or under Arizona or any other state's 
securities laws based upon your belief that the Interests are not "securities" as defined 
under the Act, or even if so d&ned, the sale to me qualifies for an exemption fkom the 
registration requirements of said federal and state securities laws. You have Mer 
advised me that you are relying in part on my represeatations and warranticg as set krth 
in this lettes for purposes of proceeding m this rnattcr and if necessary, claiming such 
intapretations and exemptions. 

Accardingly, I hereby represent and warrant to the Company as follows: 

(a) I am aware and understand that the Company has been formad solely to 
purchase, develop and sell commercial real estate known as uRomville", it sits just 25 
miles southwest of Chicago with easy access to 1-55, Rt. 53,1-355 end Weber road in 
Will, county. Any funds contsibuted by Members in excess of the pre-development for 
Romeoville !Mice Investors, LLC will be returned to subsaibms in proportion to the 
percentage of the total capital contributions by such subscriber (therefixre causing the 
Percentage Interests of all Members to remain the same); 

investment involving a high degree of risk, including without timitatian, any and all risks 
aisociatedwith an investment in commercial real estate. 

@) I understand that my acquisition of the Interests is a speculative 

(c) I have received and reviewed copies of the Operating Agreement for 
Romeoville Office Investors, LLC ("The Operating Agrement") as well as the proforma 

1 

221 5 
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. .  

I 

. ,  

. .  
. i  

, .  

I 

for Romeoville Office Investors, LLC and have examined such other documents and . 

made such other inquiries as 1 deemed appropriate to verify for myself any statements 
made to me concerning the acquisition of the Interests and the Company's acquisition of 
Romeoville parcel. 

(d) Other than the limited Distribution Rights set forth in the Operating 
Agreement, I acknowledge that I may have to hold my investment indefinitely and may 
not be able to liquidate my investment in the Interests, even in the event of a h a d a l  
emergency, Moreover, I understand that my Distribution Rights under the Operhng 
Agreement are subject to the ability of the Compmy to sell all or significantly all of the 
property, including buildings being constructed. 

(e) I have such knowledge and experience in financial and business matters 
that 1 am capable of evaluating the merits and risks of my invatkent in the intern&; 

( f )  I hereby represent that I have a net worth sufficient to bear the economic 
risk of losing my entire investment in the Company without impairing my ability to 
provide for my support and support of those dependant on me; 

(g) I acknowledge that I have a preexisting personal or business relationship 
With Dmdd Z e l d  and Jonakn Vento, the "Managing Memberste of the Company; 

(h) 1 am acquiring the Interests solely for my own account, for investment, 
and not with a view to, or for, the resale, distribution, subdivision or ftactiodimtion 
thereof, and I have no present plans to enter into any contract, underttlking, agreemat or 
arrangement for any such resale, distriiution, subdivision or fractionalization thereof; 

I have independently evaluated and understand the federal income tax (i) 
aspects of my investment in the Company, and have received such advice in this regard 
as I deem necessary fiom sources that I deem qualified. In par2icular, I acknowledge and 
agree that the Company will, pursuant to Section 1.761-2 of the Treasurer Regulations 
promulgated under the Internal Revme  Code, as amended, elect to have the Company 
included from subchapter K of the Internal Revenue Code. As a resuIt, I will d v e  a K- 
1 but I will be individually respwlsible for accoUnting for and reporting to the Internal 
Revenue Sarvice my taxable gain, loss or income relating to my contributi'ms to and 
distribr::ions for the Company regarding my Interests; 

(i) I acknowledge that neither the principals of the Company nor any other 
persons have ever represented, warranted or guaranteed, expressly of by implication: 

( I )  the approximate or exact length of time that I will be raquired to 
remain a M m k  of the Company; and 

(2) the percartage of profit mdor amount of, or type of, 
consideration, profit or loss (including tax write-offs and/or tax 
benefits) to be realized, if any, as a result of my investment in the 
Compsny . 

AC C 0 0 0 26 0 
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. .  

, 

I 

. I  

. .  

Without in any way limiting my warranties and representations as set forth herein, 
I further agree that I shall in no event pledge, hypothecate, sell or transfer the Interests 
other than in compliance with the Operaling Agreement. 

The warnties and representations contained in this investment letter shall be 
binding upon my heirs and legal representatives and shall insure to the benefit of the 
Corporation's success and assigns and your successors and assigns. 

I hereby acknowledge that I understand the meaning and legal consequmces of 
the warranties and representations conrained above, and 1 hereby agree to indemnify and 
hold harmless the Company and each other Member and the Administrator of the 
Company from and against any and all loss, damage or liability arising From or relating to 
any breach of any representation or warranty contained in this investment letter. 

I hereby acknowledge and agree that this shall constitute my signature page to the 
Operating Agreement and by my signature below, I agree to be bound by all terms and 
conditions set forth therein. 

Individual Member Signature: Entity Member Signahwe: 

Signature of individual Member Print Name of Entity Member 

Print Name of individual Member 
By: 

Its: 
Signature 

Please indicate capacity 

Signature of Joint Owner, if applicable 

Print Address 

Print Name of Joint Owner, if applicable 

Print Address 
SS# or Tax ID # 

Phone # 

ACC000261 
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I 

Accepted by Romeoville office Investors, LLC 

By: 

Its: 

Date Accepted: 

Notarv for Individual SubscribeC: 

STATE OF 
) ss: 

County of 1 
The foregoing instrument was acknowledged before me this day of 

,2006, by 

Notary Public 
My Commission Expires: 

' 1  . .  
. I  

Notaw of E ntitv Subscrl ber; 

STATE OF 1 

County of ) 
) ss: 

The foregoing instrument was acknowledged before me this day of 
, 2006, by ,as 

of 

Notary Public 
My Commlssion Expires: 

. !  

ACC000262 
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DRAFT 
OPERATING AGREEMENT 

OF 

ROMEOVILLE OFFICE INVESTORS, U C  

This Operating Agreement is entered into effective as of this- day of August, 2006, by 
and among Vent0 Investments, LLC, an Arizona limited liability company ("W"), and 
Zeltor, LLC, a Nevada limited liability company ( " r n r " ) ,  as the Managers and as Members, 
and RJZ Assocbts, LLC, m Arizona limited liability company, as a Member, and such other 
persons who may become Members by executing Subscription Agreements or other appqrhte  
documents that are accepted by the Company, and making their initial Capital Contributions, as 
Members of Romeoville O € f b  Investors, LLC. 

. '  

. .  

i 

' I  

. .  

. .  

. .  

. .  

ACC000263 
FILE #8451 

ARTICLE I 
THE COMPGNY: GENERAL PROVISIONS 

1.1 J?ormation. The paities have formed the Company as a limited M,ility company 
pursuant to the provisions of the Act and upon the tern and conditians set forth in this 
Agreement and the Articles of Organization. Capitalized terms and phrases used in this 
Agreement shall have the rqauings given those terms in M c l e  II below. The names and 
addresses of the Members and the Managen, are set forth on &hibit A. 

1.2 m. The name of the Company is Romville Office hvestors, UC. 

1.3 PUQOS& The purposes of the Company and the general character of its business 
me to: (a) acquire that certain parcel of real property located in h r a ,  Illinois, and more 
particularly described on J3xhibit B (the "Prouem"); (b) own, develop, operate, lease, financu, 
refmuw, mu%.& and sell the Property; and (c) engage in any activities m s a r y ,  i n c i i  or 
related to the foregoing purposes. The Cornparry shall be a limited liability cornparry only for the 
purposes specifd in this Section 1.3 (the "permitted 44&&k$). Thecompanyshallnot 
engage in any activity or business other'than the Permitted Activities, and no Manager or Member 
shall have any authority to hold itself out as a general agent of any other Manager or Member h 
any other business or activity. 

1.4 M. It is the intent of the Managers and the Members that the Company ShalI 
always be operated m a manner.consistent with its treatmsnt as a "partnersh&P' fbr IMeraI and 
state hcome tax purp~~e;S. The Company is not a "partnership" for purposes of the Arkma 
Unifim Partnership Act or a "limited partnership" for p u ~ ~ m e s  of the Arizona Unihm Limited 
Partnership Act, and Me Members are not partners. It is also the intent of the Managers and the 
Membrs that the Company not be operated or treated as a 'partnership" for purposes of Section 
303 of the Federal Bankruptcy Code. 

1.5 Qf&..g. The registered office of the Company within the State of Arizona is 9500 
E. Ironwood Square Drive, Suite 201, Scottsdale, Arizona 85258. The Managers may change the 

$\Orem Cap\RwneovIileUnvestor PsokageQperatlng Agmment-Rorneoville W e  lnveston Revlsed 8.29.06.doc 
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ARTICLE II ' 

PEFINT'IONS . 

Uidess otherwise expressly provided herein or ukas the contea otherwise requires. the 
terns and phrases with initial capital letters used in this Agreement shall be defined as follows: 

-M" means Ihe ~ Z O M  Limited Liability Company Act, as set forth in Arimna Revised 
Statutes 8 29-601 et.., as amended from time to time. 

"Adjusted Capital AccoUm Balance" means an amount with respect to any Member equal 
to the balance in such Member's Capital Accwnt at the end of the relevant fiscal year, after 
incpsing thc balance in such Member's Capital Account by any amount which such Member is 
deemed'to be obligated to restore pursuant to Regulatiom 40 1.7W2(g) (1) and 1.704-2(i) (5). 

' "Affiliate(s)" of a Person means: (a) any Person directly or indirectly owning, c~ntmlling 
or holding with power to vote ten percent (10%) or more of the outstacaing voting securities of 
the Person in question; (b) any Person ten percent (10%) or more of whose outstanding voting 
securities are directly or indireotly owned, controlled or held with power to vote by the Person m 
question: (c) any Person directly or indirectly controlling, controlled by or under common oorrtrcrl 
with the Person in questbq (d) any officer, director, member, or partner of the Person in 
guestion; and (e) if the Person in question is an officer, director, member or partner, any 
company for which such Person acts m any such capacity. 

"&gmrnent" meam this Operating Agreement, 85 amended from time to time. Words 
such as "herein," "hereinaRer," "her&" and "hereunder," refer to this Agreement as a whole, 
U d e S S  the COI&Xt O t h f Z W k  TUkeS. 

"Articles of Or- meam the Articles of Organizationof the Company filed with 
the Arizona Corporation Commission on March 21, ;1006, as ameDded from tims to time. 

"Book V i i l ~ "  has the meaning given that term in Section 4.3@). 

"Caphl Account" means. with respect to each Member, the Capital Accmnt maintabed 
for such Member in am- with Section 4.6. 

Qpital ComrfbYfipJlg" means the amount of msh and the net fair market value of any 
property contriited by each Member to the Company pursuant to Article lII, but shall not 
indude amounts paid to any Ferson with respect to any assignment of any interest in the Company 
or any substitution of a Member. 

u .  

"Code" - meang the Internal Revenue Code of 1986, as amended from time to time. 

''Commny" means the limited liability company formed pursuant to the Articles of 
Organization and any limited liability campany mnthuing the business of this Company in the 
event of dissolution as herein provided. 

3 
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U nt of Withdrawal" mans an event listed in Section 29-733 of the Act. 

''W" means Grace Capital, LLC, an Arizona limited liability company. 

''Idetxndent Activities" has the meaning given fhat term in Section l.s(a). 

"Manaaey" means each of Vent0 and ZeMr or any Person appointed to act as a suc('RSs0r 
Manager in accordance with the tenns of this Agreement and designated as such in an amendment 
to the Articles of Organization. 

"Member Loan" has the meaning given that term in Section 3.l(d). 

"Member" means any Person identified as a Member in the heading to this Agreement. If 
any Pefm is admitted a s  a Substiluted Member pursuant to the t e r n  of this Agreement, 
"Member" shall be deemed to refer to such Person. 

"pet Cash Flow" means the gross cash proceeds to the Company from all sources less the 
portion thueof used to pay or establish reserves for Company expenses, debt payments, capital 
improvements, replacements and contingencies, all as reasonably deterinined by the Managers. 

"&rcenCaae Intmg$' means a Member's interest, expressed as a percentage, in Profits, 
Losses, and distributions of the Company as provided for in this Agreement. The Members' 
Percentage Interests are set forth opposite bit names on 

n Activ&&$' has the meaning given that term in Section 1.3. 

"Person" mesm any natural person, partnership, joint venture, l i m i i  liability company, 
corporation, estate, trust, association or other legal entity. 

H h" mean, for eachfiscal year or other period, anamollnt equal to ule 
Company's taxable incame or loss for such year or period, detemined in accordance with Code 
~ecrion 703(a). upon cons~tation with the company's accountants or I& Courrsel, to c~mply 
with m~wait ~egulations. 

"Prpaertv" has the meaning given that tesm in Section 1. .3. 

l?apmt Member" has the meaning given that term in Section 4.2(a). u - *  

'Rcmrlatio~" shall mean the Income Tax Regulations promulgated under the Code, as 
such regulations may beamemid fromtime xothne. 

"substituted Mernb" means any Person admitted to the Company as a,Mmber pursuant 
to Section 8,3. 
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“Tax Advances” has the meaning given that term in Section 4.2(a). 
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“Tax Amount” means an amount with respect to each Member (which may be a positive 
or negalive number), determined on a yearly basis, equal to (a) the combined maximum Arizona 
and federal income tax rates applicable to individuals for the period with respect to which the Tax 
Amount iS being determined, multiplied by @) such Member’s ‘net incom” or “net loss” kr the 
year with respect to which the Member’s Tax Amunt is being determined. &€I Member’s Tax 
Amount shall be determined on an estimated basis, taking into account the best information 
available to the Managers, but shall be subject to reconciliation annually at the time the 
Company’s federal income tax returns are filed. For purposes of this definition, “net income” 
means the amount, if any, by which the items of income atad gain allocated to a Member for a 
year exceed the items of loss and deduction aUocated to that Member for such year, and “net 
loss*’ meam the amount, if any, by which the item of loss and deduction allocated to a Member 
for a year exceed the items of income and gain allocated to that Member for such year. 

“Transfer“ has the meaning given that term in Section 8.1. 

u nfux~3ed Tax Amount” means, whh respect to each Member, the excess, if any, of; (a) 
the sum of such Member’s Tax Amounts for the entire term of the Company, over @) the  sun^ oE. 
(i) all amounts prdously distributed to such Member pursuant to Section 4.1; and Cu) the portion 
of such Member’s Tax Advances (if any) that have not been offset by dismians withheld under 
section 4,2@). 

“Unrenuned Cmiral C- ’ meam, witb respect to each Member, such Member’s 
total Capital contributions less distriialons praiously received by the Member pursuant to 
section 4.l(c). 

.. 3.1 ‘ial Capital Contn’butiians: AdWd Cap ital ConQibutions : wal Ca~ltal 1 .  

QreditE aad Percentaee Jnterests : Member Loans. 

(a) Initial caoital Combu ti=. Conntnently with the executioIi of t i i s  
Agmment by the Managers and all of the Members, each Member shall contdbute to the 
Company the amount of cash set forth opposite such Member’s name on Exhibit A. 

(b) Initial Cauital Accoun t crediQ&&.i Percmg e Interests. In conjuoction 
with the foregoing contributions, each Member shall receive a Capital Account credit and 
percentage Tnterest in the Company as set forth on Exhibit A. 

(c) Additioaal CaDitaJ. Except as provided in Section 3.l(a) above and Seaion 
4.m) below, no Member shall be required to make any Capital Contributions to the Company 
&eas such Member agrees in writing to do so. 

. . -  
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(d) Member Loans. Any M a h e r  may, with The written consent of the 
Managers, make a loan (a "Member Loan") to the Company, solely to further the business of the 
Company. Member Loans shall bear interat at a rate equal to the cost of borrowed funds to the 
Member making the Member Loan plus three percent (3%) per annum, and shall be repaid on 
such reasonable terms and coditions as may be approved by the Managers. NQ Member shall be 
required to make a Member Loan unless such Member has agreed in writing to do so. Member 
Loans shall be liabilities of the Company and, unless otherwise agreed by the Managers and.the 
lending Member, shall be paid from Net Cash Row prior to any distributions to the Members. 

(e) No Creditor Rights or Third PaaV Beneficiaries. The provisions of this 
Section 3.1 are solely for the benefit of The Members, and no provision of this Agreement is  (or 
shall be deemed to be) for the benefit of or enforceable by a q  creditor, contractor or 
subconuractor of the Company or any Member, and no creditor of the Company will be entitled to 
require any Manager or any Member to solicit or demand Capital Contributions or Member 
Loans from any other Member. 

3.2 -P ertaininp to Capital Contributions. 

(a) of CaDical. Except as oderwie provided in this Agrement, no 
Member shall withdraw any Capital Contributions or any mney or other property from the 
Company without the written consent of the Manageas. Under circumstances requiring a return 
of any Capital Contributions, 110 Member sbdl have the right to receive property other than cash, 
unleas otherwise specifically agreed in writing by the Managers at the time of such distributioa 
No Member shall have priority over any other Member as to retllrn of Capital Conh.ibutions, 
allocations of income, gain, losses, credits, deductions, or as to distributions, except as otherwise 
specifally provided in this Agreement. 

f Members. Except BS agreed u p  m writing, no Manager or 
Member shall be personally liable for the debts, liabilities, contracg or any other obligations of 
the Company. Except as agreed upon by the Members, and except as otberwise provided by 
Section 29-651 of the Act or by any other applicable state law, the Menbers shall be liable only 
to make the Capital C o n t r i i  as provided in Section 3.l(a) above and Section 4.23) below, 
and shall nos be required to tnake any other Capital Contributions or loans to the Company. 
Unless otherwise provjded under the Act or other applicable state law, no Manager or Member 
shall have any persoixd liability for the repayment of the Capital Contributfons or Member Laam 
of any other Member. 

. .. 
(b) L ~ b l l r n O  

(c) . No - t. Salary or Reimburs- , Except as specifically provided m 
this Agreemeat or orhenwise agreed by the Mwnbezs, no Member shall receive any interest., . I  

1 salary or drawing with respect to such Member's Capital Contributions or Capital Acmunt. 

(d) Withdrawal. Except as provided  in Article VIII, no Member may 
voluatanly or involuntariry withdraw from tbe compaiiy or terminate its i n t e a  in the company 
without the prior written comenf of the Managers. Any Member which withdraws frorn the 

I 
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Company in breach of this Section 3.2(d), or any Member with respect to which an Event of 
Withdrawal occurs: 

(i) shall be an assignee of a Member’s interest, as provided in the Act; 

(ii) shall have no right to participate in the business and affairs of thc 
Company fr to exercise any rights of a Member under this Agreement or the Act; and 

(iii} shall continue to share in Company distributions, on the same basis 
as if it h a t ’  not withdrawn (or as if the Event of Withdrawal had not occurred), provided chat any 
damages to the Company as a result of such withdrawal (or Event of Withdrawal) shall be offset 
against amounts that would otherwise be distributed to such Member. 

mTIcLF:lv 
ALLOCATION OF D~sTBlTsuTIONS, PROITIS LOSSES 

OTHER ITEMS AMONG “HE MEMBERS 

4.1 Net Cash Flow. The Company’s Net Cash Flow shall be distributed tiOm time to 
time as determined by the Managers, m the followitlg order of priority: 

(a) 
under !kcdon 4.2; 

First, to make Tax A d v m  to the Members, if and to the extent required 

(b) Second, to repay a0 Member Loans m full; 

(c) Third, to the Members in proportion to their respective Unreturned 
Capital Contributions, until the Unretunrd Capital Contributions of all of the Members have 
been reduced to zero; and 

(d) Fourth, the balance, if any, to ,the Members in proportion to their 
Percentage Interests. 

4.2 Tax Ad varices. 

(a) RBS uiremmt to Mak e Tax Ativvances. Prior to making any distributio~ls of 
Net Cash Flow pursuant to SeEtion 4.1, the Managers shall debmine the extent to which any 
Member would have an UnRzadcd Tax Amount if the Net Cash plow were distnbted in 
accordance with Sectim 4.l(b) Ihmugh 4.l(d) above. If any Members wouki have Unfirnded 
Tax Amounts under the circumstances described in the preeediing sentence, the Company shall 
make advances (‘‘Tax Advances ”) to such Members (“Reciuient Membe rs”), in proportion to 
their respective Unfunded Tax Ammnrs, unril all Members’ Unfunded Tax A m o m  have been 
reduced to mm. 

@) merit of Tax Advances. Tax Advances shall be recovered by the 
Company from a Recipient Member by withholding any amw otherwise distributabIe to the 

. I  
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'Recipient Member pursuant to Sections 4.l(b) through 4.l(d), until the amounts withheld are 
equal to the total Tax Advances made to the Recipient Member. Amounts withheld under the 
preceding sentence: (i) shall be deemed to have been distributed to the Recipient Member for 
purposes of determining the Recipient Member's right to share in future distributions under this 
Agreement; and (ii) shall be added to the Net Cash Flow and applied m accordance wirh the 
priorities in Section 4.1. If, upon liquidation of the Company, the amounts withheld under ulis 
Section 4.2(b) with respect to any Member me less than the Tax Advances received by that 
Member over the come of the Company's existence, then such Member shall contribute casb to 
the Company in an mount equal to the deficiency, which will be treated as proceeds available for 
distribution in accordance with 3 d o n  4.1. 

! 
I 

' 1  

4.3 General Allocation Rules. 
! 

' !  
i . .  

. .  
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(8) ral Allocation Rule. For each taxable year of the Company, subject to 
the application of Section 4.4, Profits andlor Losses shall be allocated to the Members in a 
manner which causes each Member's Adjusted Capital Account Balance to equal the amount that 
would be dismiuted to such Membe3: pursuant to Section 9.3(a) (iii) upon a hypothetical 
liquidation of the company in a m &  with Section 4 . 3 ~ .  

@) i&!wk&d b. 'auidation Defined. In determining the amounts 
distributable to the Members under Section 9.3(a)(iii) upon a hypothetical liquidation, it shall be 
presumed that: (i) all of the Company's assets are sold at their respective values reflected on the 
books of awount of the Company. &emiwd in accordance with Code Won 7oryb) and 
Regulatioos thereunda ("J3ook Vahq"), without funher ajusunent; (ii) payments to any holdex 
of a nonmmrse debt are limited to the Book Value of the assets securing repayment of such 
debt; and vi) the proceeds of such h-caI sale are applied and distributed (without retention 
of mcrva) in accordance with Section 9.Xa). 

sI%!ialLoss Allog&,g. If tbe Company i n k %  Losses at any time when 
the Membe~.ra' Adjusted Capital Account Balances have been reduced to or below zem, such 
Losses shall be alkxated to the Members in proportion to their Rmntage Sntemts. 

(e) 

(d) fits Allocation. If the Company incurs  prof^ at any time when 
the Members' Adjusted Capital Account Balances are less tban z r o  and the hypohetical 
liquidation d e s c n i  in Section 4.3(b) would not result in any disa'butions to the Members. 
Profits shall be allocated to the Members in proportion to theit negative Adjusted Capital Account 
Balances, until such negative balances have been eliminated. 

(e) km AllCcatl 'om. If tfie Managers determine, upon consul~on with tbe 
company*s tax advisors, that allocations of profits and/or ~osses over the term of the company 
are not likely to produce the Adjusted Capital Account Balances intended under this Section 4.3, 
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then special allocations of income, gain, loss a d o r  deduction shall be made as deemed necessary 
by the Managers to achieve the intended Adjusted Capital Account Balances. 

4.4 Remlatorv Allocations, The allocations set forth in Section 4.3 are intended to 
comply with the requiretnmts of Regulations Sections 1.704-l(b) and 1.704-2. If the ComParry 
incurs “nonrecoUrse deductions” or “partner nornurse  deductions,“ or if there is any change h 
the Company’s “minimum gain” or “partner nonrecOurse debt minimum gain,” as defined in such 
Regulations, the Managers shall make the followhg adjustments to the allocations required under 
this Section 4: 

(a) “partner nonrecourse deductions” shall be allocated to the Member who 
bears the economic risk of loss associated with such deductions, determined in accordance with 
the Regulations: and 

(b) in the event of a decrease in “minimum gain” or “partner nonrecourse debt 
minimum gain,” items of income and gam shall be allocated to the Members in the manner and to 
the extent required under the Regulations to comply with any requirement for a ‘minimum gain 
chargeback” thereunder. 

In adUiw,  if a Member receives an adjustment, allocation or distribution described in 
Regulations Section 1.701-l(b)(2)(u)(d)(4), (5) or (6) and as a result thereof has a negative 
Adjusted Capital .~ccount 3alance (atter taking into account the adjustments descnl’bed in the 
foregoing &egulations Sections), item of income and gam shall be allocated to such Member in 
an mount and manner mfficiemt to constitute a “qualified income offset” within the meaning of 
the Regulatiws. 

4.5 &lecld Tax- ’ oq .  The Company shall make sucb allocations a9 may 
reasonably be required to comply with the requirements of Code Section 7Wc) and any 
RegMbns thermder with respect to any propeay contributed to the Company by any Member, 
Udng such method as is determtned by the Managers, consism with the requirements of the 
Regulations prodgated umier code Section 7W(c). If the Book Value of any Company asset L 
adjusted in accordance with the Regulations under code Section 704(b), the Company shall make 
allocations with respect to such asset in a manner determined by the Managers, consistent with the 
requirements of Regulations Section 1.704-l@)@0()(g). 

4.6 Cauital Account. A Capital Account shall be maintained for each Member in 
accordawe with the Regulations, under uniform policies and procedures established by the 
Managers, upon coxlsultation with the Company’s tax advisors. 

4.7 .Treatment of Fee.$. Fees payable to a Member, as provided in Article VI, shall be 
treafed solely for tax purposes (and not for purposes of detmninhg such Member‘s right to 
receive such fees) as “guaranteed payments” within the meaning of Code Section 707(c). 

ARTICLE v 
MANAGEMEW OF THE COMPANY 
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5.1 Manamnent of the Company. 

(a) Administrative Manager - Day-@-Day Management. The day-loday 
business and affairs of the Company shall be mamged by the Company’s “4&&istrative 
Manager”. The initial Administrative Manager of the Company shall be Jonathon Vento. 
An Administrative Member may be removed or replaced by the affirmative vote of a 
majority in number of the Managers other rhan the Admimstrative Manager. If the 
Administrative Manager resigns, a replacement Administrative Manager may be appointed 
by the affirmative vote of a majority in number of the Managers other than the resigned 
Administrative Manager. Subject to the other terms of this Agreement, including Section 
S.l(c) below, the Admhbtrative Manager shall have the duty, responsibility and 
authority, of behalf of the Company, to, in accordance with each applicable Approved 
Budget: 

(i) negotiate and execute on behalf of the Company all instruments and 
documents: (1) necessary to cany out the ordinary business of the Company (including, without 
litation, checks, drafts and contracts which are taminable by the Company within 30 days and 
withoul.pcrdty); or (2) approved by the Managers; 

(ii) 

(ii) 

oversee and manage the development of the Fmpe~Q; 

purchase liability and other insurance to protect the Company’s 
Property and business; 

(iv) 

(v) 

open bank accouRts in the mame of the Company; 

temporarily invest Company Auds in short term insured 8ccounts to 
the extent not required to pay the cwrent expenses of the Company’s b u s i i ;  

(vi) employ accountants, legal counsd, managing agents or other 
experts to perform services for the Company and to compensate them from Company funds; 

(vii) act as “tax matters partner” pursuard to Code Section 6221; 

(vu0 pay all expenses of the Company, including, without limitation, 
taxes, insurance, property managemwt fees, legal, awunting and other professional services fees 
and ordinary maintenanc e expenses, ail in accordance with each applicable Approved Budget; and 

(ix) do and perform all other acts as may be necessary or appropriate to 
the conduct of the day-to-day operations of the Company in amotdame with each applicable 
Approved Budget. 

’(x) execute all doshg documentation necessary for the acquisition of 
land or for the closhg of condominim units on behalf of the Managers. 
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@) &&et Prmalion and &pro v_al Process. 

(i) Submission of Annual Budget& On or before June 30 of each 
calendar year, the Administrative Manager shall prepare and submit to the Managers a 
proposed budget for the Company’s operations for the immediately followi~g calendar year. 
{each, a “Booosed B udaet”). . The initial Proposed Budget for the Company’s operations 
during the period beginning on the date of this Agreement and ending M December 31,2006, 
is attached as Exhibit C (the ~ ) .  * ’  Before any Proposed Budget is 
implemented, the Managers wiIl be required to approve the Proposed Budget as provided in 
Section 5 .  I@) (u) below. A proposed amendment to an Approved Budget will also require the 
approval of the Managers as provided in Section 5.l(b) (ii) below. 

(ii) view Period. The Managers shall have thirty (30) days within 
which to review a Proposed Budget (or any amendment to an Approved Budget proposed by 
the Administrative Manager). Unless a Manager objects in writing to the PropoW Budget (or 
an amendment to an Approved Budget) within such thirty (30) day period, the Proposed 
Budget (or amendment to an Approved Budget) shall be deemed approved by the )Jlanagers 
and shall be deemed an ”&proved Budn et” hereunder. The Initial Proposed Budget is hereby 
approved by the Managers and shall be an Approved Budget. Until any Proposed Budget or 
amendment to an Approved Budget is adapted, the existing Approved Budget will remain in 
effect, and the Administrative Manager will be authorized to act in accordance with the 
previously existing Approved Budget. 

(c) Managerg. Except to the extent specifically delegated to the 
Admidshative Nanager pursuant to Section 5.l(a) above, the right to manage, cootrol and 
condua the business and t3hi rs  of the Company shall be vested solely intbe Managers, and all 
decisions regarding the operation of Company and its busmaSs and affairs shall be made by dze 
affirmative vote of a majority in number of the Managers. The Managers shall devut~ sucb time 
atld effort to the Company and its business as is appropriate to conduct the business of the 
Company in an efklive marmer, bur shall not be requid to devote full time efforts to the 
Company. Any vote that is deadlocked shall be resolved by Jonathan Vent0 casdng the deciding 
vote. Decisions requiting the affirmative consent of the Managers shall include, but not be 
liited to, the following; 

(i) pay or Commit to pay any extraorclinary expense or short &m 
hvestments of the Company not authorized in an Appmved Budget incluaing but not limited to 
placing funds of the cumpafil into certificate of deposits, notes, or other investments entities at 
matir.etableratesasdeterminedbytheManagers; 

’fii) incur any indebtedness, commitment, obliition or liability other 
than as Sec forth in an Approved Budget; 

(iii) cause the Company to eotcr into any agreemexu or contract which is 
not terminable by the Company within 30 days and without penalty; 
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(iv) sell or lease all or substantially all of the Property or acquire or sell 
any other real property; 

(v) causing the Company to borrow money, whether secured or 
unsecured, from banks, other lending institutions, any Member, any Affiliate of a Member or any 
other source; 

(vi) cause the Company to encumber or grant security interests in its 
assets to secure repayment of borrowed sums; 

(vii) amend the Articles of Organization, except that any amendnmts 
required under the Act to correct any inaccuracy in the Articles of Organization or to reflect a 
change ’in ‘the Members may be filed at any time by the Administrative Manager; 

(viii) authorize the Company to make an assignment for the benefit of 
creditomof the Company, file a voluntary petition in bankruptcy or consent to the appointment of 
a receiver for the Company or its assets; or 

(ix) take any other action requiring the 0- of the Managers under 
the !wms of this Agmment. 

(a) C 0 - W  Acwunts . The Administrative Manager shall cause the 
Company to open a business checking accwnt at Union Bank, St. Charles, Ilfimh. The 
Administrative Manager shal1.h authorized to sign checks in the compan3”S name to the extent 
any such &e& is for the payment of an expense reflected in an Appmved Budget. 

5.2 &imitations on Liabilitv: I-. No Managex or Member, or its or their 
Affiliates (an ‘&”), shall be liable to the Company or to the other Managers or Members for 
actions taken m good Mh by the Actor m connection with the Company or its business; provided 
that an Actor shalf in all itrrtances rentah liable €or acts in breach of this Agreement or which 
wnstitute bad faith, fraud, willful misconducr or gross negligence (except to the extent the 
Company is cornpemaW for the same by inrmrance coverage maintained by the Company). The 
Company, its receiver or vustee shall indemnify, d e f d  ad hold harmless each Actor, to the 
extent of the Canpmy’s assets (without any obligation of any M d e r  to make contributions to 
the Ckmpmy to fulfill such indemni), from and against any liabity, damage, cost, expme, 
loss, claim.or judgment haured by the Actor arising out of any claim based upon acts performed 
OT wnitted to be performsa by the Actor in connection with the business of the Company, 
including without limitation atwmeys’ fees and costs incurred by the Actor in the setti- or 
d e h  of such claw provided hat no Actor shall be indemnified for claim based upon acts 
performed or omitted in breach of this Agreement or which CoDStitute bad Mth, fraud, willful 
misconduct or gross negligence. 

, 
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5.3 Re imbursemnt E h E W  Expens es. Each Manager shall be entitled to 
reimbursement from the Company for costs incurred by it in connection With the performance of 
its duties hereunder, but only to the extent such expenditures are set forth in an Approved Budget. 

ARTICLE VI 
FEW M THE MANAGERS, 

CERTAIN MEMBERS A NIDTHEm44FFmA TES 

1 

The Company shall maintain and preserve at its ofice all accounts, books, and other 
reIevant Company docunenxs as may be requhd to be mainfaid under the Act or the Code. 
Each Member shall have the right, during ordinary bushes hours, to iospect and copy such 
Compilny documents as pmnitted under Arizona law at the Member's e x p e .  

6.1 m. The following fees shall be paid to certain Managers, m a i n  Members and 
certain of their respective Afiliaies: 

(a) DeveJmment Fee. In connection with the development of the ProprQ 
and the development of the office condominium buildings, the Company shall pay a 
developmeit fee of $25O,OOO (the "Develmment ") to Grace, which is owned indirectly by 
Vento, and by Zeltor. The Development Fee shail be payable in Ail1 on or before the 
acquisition of the Property. 

(b) Builaing ConstrUCtion t Fee. In wMeCtiOn with the 
construction of the Property, the Company shall pay a building c~nstnkction management fee of 
$loO,0o0 (the "Buildine Constructim Mamu ement Fee") to Grace.' The building construcfion 
management fee shall be paid in five (5) equal payments commeflcing with the imance of the 
preliminary grading permit for the t-Alilaings. 

6.2 &&qg with the t2ommny . Each Managet and any of its Afxiliates shall have the 
right to COMraEt or otherwise deal with the Company for the Wition of services and other 
.purposes, and to receive paymnts and fees from the Company in connection therewith as the 
Managen, shall determine; provided that: (a) such payments or fm, other than those specWly 
covexed b.Section 6.1, are comparable to the payments or fees that would be paid to umetated 
b o r n  pmviding the same pmperty, goods or services to the. company; @) such agreemen$ are 
terminable upon sixty (60) days' notice, without penalty; and (c) all such agreements are fuur 
disclosed to the Managers prior to tbeir effectiveness. A Manager may provide accounting and 
other administrative services to the Company and in such event shall be reimbursed for the cost of 
providing such services, provided that such cost shall not exceed the prevailii rate or cost for 
such services in the phoenix, Arizona metropolitan area. 

ARTICLE M 

' 

m B Q  
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ARTICLE VUI 

8.1 General. No Member shall sell, assign, pledge, hypothecate, encumber or 
otherwise voluntarily transfer by any means whatever (“Transfer”), either directly or indirectly, 
all or any portion of its interest in the Company without the consent of the Managers, which 
consent may be withheld in the sole and absolute discretion of each Manager. A transferee or a 
Member’s interest m the Company will be adsnitled as a Substituted Member only pursuant to 
Section 8.3. Any purported Transfer which does not comply with the provkias of this Article 8 
shall be void and shall not cause or constitute dissolution of the Company; provided, however, 
that this Section 8.1 shall not be construed to prohibit any Transfers between or among existing 
Members of the Company. 

Ass ienee of Member’s Interst. If, pursuant to a Transfer of an interest in the 
Company by Operation of law a d  without violation of this Article VIiI (or pursuant to a Transfer 
that the Company is required to recognize notwithstanding any contrary provisions of this 
Agreement), a Person acquires an interest in the Company, but is not admitted as a Substituted 
Member pursutmt lo Section 8.3, such Person shall be entitled to receive distribulkm and 
allocatioos with respect b such interest as set forth in this A m ,  including Section 8.4, but 
shall have no right to any information or acwunting of the affairs of the Company, shall not be. 
entitled to inspect the books or records of the Company. and shall not be eatitled to any of the 
rights of a Manager or a Member under the Act or thk Agnxmient. 

8.2 

8.3 substi- €4- . Except as provided in W o n  8.1 above, no Person takiag 
or acquiring, by whatever means, the interest of any Member in the Cotnpany shall be adtllitted as 
a Substituted Member without the written consent of the Managers, which consent may be 
withheld in the sole and absohtte dkcretbn of a& Ivlanager. In addition, such -on shall 
satisfy the following requirements: 

(a) Elect to bewme a Substituted Membr by delivering notice of such election 
to the company; 

’ (b) Execute, acknowledge and deliver to the Company such other instmments 
as the m r s  may reasonably deem necessary or advisable to effect the admission of such 
Person as a Subtitnted Member, including, withaut limitation, the written acceptance and 
adoption by such Person of the provisions of this Agreement; and 

(c) Pay a transfer fee to the Company in an amount sufficient to cover all 
reasonable expenses connected with the admission of such Person as a Substituted Member. 

The Members shall am& this Agreement and the Articles of Organization (to the extent required 
by law) fkom time to time to reflect the admission of any Substituted Members. 
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8.4 Distributions and Allocations in ResDect to Trans ferred Interests. If any interest in 
the Company is transfed during any accounting period in compliance with the provisions ofthis 
Article VIII, Profits, Losses, each item thereof and all other items,attributable to such interest for 
such period shall be divided and allocated between the transferor and the transferee by talring int0 
account their varying interests during the period in accordance with Code Section 706(d), ushg 
any conventions permitted by law and selected by the Managers. All distributions on or before 
the date of such Transfer shall be made to h e  transferor, and all distniutious fiereafter shall be 
made To the transferee. 

8.5 Ripht of First Refusal. If any Member should receive a bona Me offer to . 
pumhase all or any portion of such Memb&'s Company interest (either directly or through the 
sale of greater than fifty percent (50%) of the @ty af such Member, if such Member is an 
entity), which such Member desires to accept, such Member shall first notify the other Membea 
jn writing of the name and address of the offeror and the price and terms of the offer (and forward 
a complete copy of said offer to each other Member). Ihe other Members shall b have the 
right, for a period of thirty (30) days following the receipt of such notice, to purchase said 
interest, or the portion involved in the offer, fm the same price and on the sane terms as 
contained in the d c e ,  net of my~commission agreed to be paid in connection with saki offer. If 
more than one Member elects to purchase the offered interest, then tbose Mehjbers shall purchase 
the o f f d  interest in the same proportion a8 their Percentage Interests bear to m e  another, or 
in such other proportion as the purchasing Members agree. If no other Member timely elects to 
purchase the offered interest during the applicable thirty (30) day period, the inrerest may hen be 
sold and assigned to the offeror, but only forthe price and on the tern comined in the notice to 
the other Members. If the sale and ass- to the offeror is not be umcluded within sixty (60) 
days following the expiration of the initial thirty (30) day period given to the other Members, no 
sale or assigmnent shall be made without again affording the other Members the right to psnchase 
as hersinabove provided. 

ARTICLEIX 
PISSOLVI'ION AND TERMINATION 

9.1 pilu&~. The Company shall dissolve upon the first to OCCUT of the following: 

(a) The written agreement of the Managers to dissolve the Company; 

(b) The sale of all of the Company's property and the collection an 
distribution of all proceeds therefrom; 

(c) . The entry of a decree of dissolution under Section 29-785 of the &, or 

(d) Upon an Event of Withdrawal with respect to the last remahhg Member. 
Except as provided in this Section 9.l(d), the Company shall not dissolve upon the occunmce 
of an Event of Withdrawal with respect to any Member or Manager, but shall instead contiwe 
its business without interruption until subsequently dissolved as pvided m this Section 9.1. 
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9.2 Winding UQ. 

(a) Notice of Winding UE. Following the dissolution of the Company. as 
provided in Section 9,1, the Managers shall execute and file 8 notice of winding up with the 
Arizona Corporation Commission. 

(b) I! ffect of Filing. After the dissolution of the Company, the Company shall 
cease to cany on its business, except insofar as may be necessary for the winding up of its 
business, but its separate existence shall continue unul articles of termination have been ftled with 
the Arizona Corporation Commission or until a decree dissolving the Company has been entered 
by a court of competent jurisdiction. 

9.3 -. 
(a) Upon dissohtion of the Company, the affairs of the Company shall be 

wbund up and all of its debts and liabilities discharged in the order of priority as provided by law. 
Any gain or loss on disposition of Coinpamy properties in the process of liquidation shall1 be 
allocated to the Members in de manner set forth ir P*rt;cib N. The fair market value of any 
property to be distriied in kind shall then k :c.xcrmined by an independeat appraiser selected by 
tk Managen The difference W., e a  the value of property to be distributed in kind and its book 
value &all b- -:%! :; d gain or loss on the sale of the pmperty and shall be allocated to the 
Members in die manner set forth in Article IV. me proceeds Rom liquidation of the Company 
855(318 shall be applied as follows: 

(i) 

(ii) 

Payment to creditors of the Company, other than Members, in the 

Paymeat of Member Loans, if any, made to the Company. 

order of pxiOrity provided by law, including establishment of any necessary reserves. 

(3) To the Members fa accordance with Section 4,1@) through (d). 

(b) The windihg up of the affairs of !he Company and the distribution of its 
aw+shall.be conducted by the Managen, who are h e d y  a.cbhorizsd to do afl acts authorh!d by 
law w ulkse purposes. Without limiting the geaedity of the foregoing, the Managers, in 
Carrying out such whding up and distribution, shall have full power and authority, in their 
discretion, to sell al l  or any of the Company assets, or to disvibute the same in kind to. the 
Members (and the proportion of such shan that is meived may vary from Member to Member), 
and may purchase any Company assets for the fair market value thereof, as determind pursuant 
to Section 9.3(a) above. Any assets distributed in kind shall be subject to all agreements xdatiag 
thereto which shall survive the tenmination of the Company. 

9.4 &&&s of Termtna the. When ail debts, liabiiities' and obligations have been paid 
and discbarged or adequate provisions have been made therefor and a l l  of the 
mnahhg property and assets have been distributed to the Members, articles of 
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termination shall be executed and filed with the h n a  Corpo&on Commission 
by the Managers. 

ARTI- X 
MIsCmMNEouS PROVISIONS 

10.1 Notices. Any written notice, offer, demand or communication requked or 
permitted to be given by any provision of this A g m n t  shall be deemed to have been 
sufficiently given for all purposes if delivered personally to the party to whom the same is 
directed or if sent by certified mail, retum receipt requested, addressed to each Manager's and 
Mmer's address as set forth on Exhibii.4. Any such notice that i s  sent by certified mad, return 
&eipt'&quested, shall be deemed to be given two (2) days after the date on which the same is 
mailed. &henvise, such' notice shall be deemed given upon receipt. Any Manager or Membtr 
may change its address for purposes of tbis Agreement by giving written notice of such change to 
lfie other Managers and Members. 

' 10.2 Article and Sech 'on Headinns. The Article and Section headings in this Agnxamt 
are inserted for convenience and identification only and are m rn way intended to define or limit 
the scope, extent or intent of this Agreement or any of the provisions hereof. 

10.3 con st^&&^^. Wlmma the s i ~ ~ l a r  numbex is used herein, the same shan 
include the plurak and the neuter, mascrd@ and feminine genders shall include each other. If 
my langww is fdri&ca or dtW.ed from this Agreement, such language shall be deemed never to 
have appeared herein am-l x10 other hpliication shall be drawn therefrom. 

10.4 &vmWi. If any cove.nant, COndiGon, term or pmisiOn of thb ApxaXXt is 
illegal, or if the application thereof to any person or m any c i m m G w e  shall to ~IIY extent be 
jucIiciaUy determuaed to be invalid or unenforceable, the mynder ' ofthis Agreement, or the 
application of such covenant, condition, term or provision to persons or in circumstances other 
than those to which it is held invalid or unmbmable, shall not be affected thereby, and each 
covena~, condition, term and provision of this Agreement shall be valid and enforceable to the 
fUllest extent permitted by law. 

. ,  

10.5 &73umam ' law. This Agreement shall be construed and enforced in accordance 
with, and governed by, ArizOna law. 

10.6 Counterr>arts. This Agreement may be executed in one or mre c i m ~ a r t s ,  
each of which shall, tbr all purposes, be deemed an origiaal and all of such counterparts, taken 
together, shall mtitute one and the same Agreement. 

10.7 : Amend-. This Agreement constitutes the entire agrement 
of the parties. AU prior agreements m n g  the parties, whether written or oral, are merged 
herem and shall be of no force or effect. This Agreement m y  only be amended by a Written 
instrument signed by all of the Managers and all of the Members. 
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10.8 Fkrh r A S S ~ ~ .  The Members will execute a d  deliver such M e r .  
instruments and do such hrther acts and things s may be requited to carry out the hknt and 
purposes of this Agreement. 

10.9 Successors and As signs. Except as otherwise provided in this Agreement, every 
covenant, term and provision of this Agreement shall be binding upon and inure to the benefit of 
the Members and their respective heirs, legatees, legal representatives, successors, transferees ami 
assigns; provided that this Section 10.9 shall not be deemed to: (a) authorize any Transfer not 
ot'lenwise permitted under this Agreement; @) confer upon the assignee of a Member's interest 
any rights not specifically granted under this Agreement; or (c) supersede or modify in any 
mpmer any provision of Section 8. 

10.10 Waiver of Am .on for P artition. Each Member irrevocably waives any right it 
may have to maintain any action for partition with respect to any of the Company's as&. 

10.11 Attomevs' Fees . In the event any parry to this &reemexit shall be required to 
initiate legal proceedings to enforce. pe'rformance of any term or condition of tbis Agreement, 
InCIudi, but not Wted to, the payment of money or the enjoining of any actiOn prohibited 
hereunder, the prevailing party shall be entitled-to recover such sum, in addition to any other 
damages or compensation received, as will reimburse the prevailing party for reasonable 
atliorneys' fees and court costs incurred on account thereof notwithstanding the nature of the claim 
or cause of adion assertsd by the prevailing party. 

10.12 Remedies. The rights and remedies of the Members hmIlder  shall not be 
mutually exclusive, and the eXercise by any Member of any right to which it is entitled shan not 
preclude the exercise of any other right it may have. 

10.13 Tax EWioaq . The Managers sball cause the Company to make aU electiom 
requiredorpermiOtedto be made for income tax purposes. 

10.14 R m m  'om and Warranties. Eiach Member represents and warr8nts to the 
Company, p each Manager and to each other Member that: 

(a) It has acquired its interest in the Company for its own 8ccount, for 

It has no contract, tmbrkWg ' , understandiug, agree- or arrangement, 
hnnal or informal, with any Person to sell, transfer m, pledge all or any portion of its interest in 
the Company and bas DO current p l m  to enter into any such wWt@, undertaking, 
understanding, agreement or amngemenc 

investment, snd not with a view to or for rhe resale, distriition, subdivision or fractionalization: 

(b) 

(c) It has such busirress and financial experience alone, or together with its 
professional advkers, that it has the capacity to p r o w  its own interests m Cannectjan with its 
acquisition of an interest in the Company; 
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' (d) It has sufficient financial strength to hold the interest in the Company as an 
investment and bear the econoxnic rblq of that investment (including possible camplett loss of 
such investment) for an indefinite period of time; 

(e) It has been afforded the same access to the books, financial statements, 
records, contmcts, documents and other information concerning the Company and the prospective 
business of the Company as has been afforded the other Members and has been afforded an 
opportunity to a& such questions as it has d e e d  necessary or desirable in order to evaluate the 
merits and risks of the investment contemplated hereh, 

(f) It has performed its own due diligence with respect to its in&t in the 
Company and is d y h g  on that due diligence in making this investment and it is not relying on 
the other Members, any of the Managers or their respective Affiliates with respect to tax, 
suitabili or other euonomic considerations; 

(s) This Agreement constitutes a legal, valid and binding obligation of the 
Member enforceable against the Member in m m  with its term; and 

(h) To the Member's knowledge, the execution, delivery and pmfmnme of 
this Agcemmt by the Member d m  not and will not violate, conflict with or contmvene any 
judgment, order, decree, writ or injunction, or any law, rule, reguhtion, contract or agreemeat to 
which the Member is subject. 

(i) Upon the later of the close of escrow for the purchase of the pmperty by 
the Company or upon 100% receipt of aIl equity as descn'bed in Mibit  A, Grace shall be 
di with predevelopment costs plus M a n e o u s  operating expenses as described on Exhibit 
Q, and all deposit money will be reimtrursed to the appmprkte entities, All money advanced by 
Grace prior to close of such escpow shall be treated as a member loan as described in Section 
3.1(6). 

10.15 Upon the close of escrow fix the prrchase of the Property by the Company and at 
all times thereafter, until the entire parcel is soki or the individual units are sou, only the 
Managers and NOT the Members shall be required to provide capital above the initial capital 
contributions used for acquisition equity and opemting expenses as.necessary to approve the 
project with the City of Ronumville and to pay all canying charges required but not Wted to d 
estate taxes, homeowner association fees, loan costs axxi payments, architectural fees, engbering 
fees, City of RDmeOviNe department of real estate application and processing fm that am in 
excess of the iniM capital collected at the formath of this Company. The Managen, shall be 
penniued to either borrow the additional capital necessary for completion of the project or the 
Managers may provide additional capital pro rata. 

10.16 The Company will establish a checking account with all checks requiring approval 
by Jonatbon V e m  or Donald J. Zeleznak, who shall be tbe sole signatom on the account. 
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10.17 Upon the close of escrow for the purchase of the Property by the Company, the 
Campany shall be required to deposit all pmeeds or excess capital in excess of the acquisition 
equity into an operating account. This money shall be used to obtain the approval of the City of 
Romeoville of the Company's development plans for the Property and to pay all carrying charges 
required, including but not l i i t ed  to, real estate raxes, homeowner association kes, loan costs 
and payments, architectural fees, engineeting fees, City of Romeoville department of real estate 
application and processing fees and all other predevelopment fees. This money shall be placed in 
a business ihecking account. 

ARTICLE XI 
DLsCLosURes 

11.1 Donald J. Zelanak hereby disclosed that he is: (a) a licensed real estate b m h  in 
the state of Arizona; @) a manager of Grace; and (c) a member of Zebr, which is 
a Member ad Manager of the Company and member of Grace. Also, after the 
close of such escrow, the Company shalt enter into a Development Agreemnt and 
a Consauction Management Agreement with Grace and an agreement with Vent0 
to manage the design, approval, and development of the Property and the general 
business ofthe &-. 

11.2 Jonathon . Vento hereby disclosed that he is : (a) a stockholder of Real EbUe 
Comuitants, Inc which will be engaged as the Real Estate Broker for the 
Company. 
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. .  VENT0 'INVESTMENTS, LLC, an Arizona 
limited liabjlity company, Manager and Member 

! 

IN WITTNESS WHEREOE. the parties hereto have executed this Agreement effective as of the 
date first above written. 

By: 
Jonathon Vento, Member 

ZELTOR, LLC, a Nevada limited liability 
company, Manager and Member 

BY: 
Donald J. Zeleznak, Member 
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. rcentarre Interest and Members’ Names and InitialCaohlContributica re 
. I  

a Addresses . .  

! 

1 

RJZ Associates, LLC . j  

. .  

. !  

. I  

$45 45 96 

$45 

$10 

$10.00 

45 5% 

i 

10% 

10% 
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EXHIBPT B 

PROPERTY LEGALDESCRIPTION 

LUT 4 IN WATERFOR0 UNIT 1, EKING A SUSMVISIDN OF 
PART QF ME NORTH HALF OF SECTION 26, TOWNSI$P 
38 NORTH, RAMGE' 8 EAST OF THE THIRD PRINCIPAL 
MEWWAN, IN KANE COUNTY, LUNOIS 
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Land Cost 
Approval Soft Cost 
Total Land Cost 

Budget Assumptions 
Site Area: 3.25Acres 141,570 sf 
WWg square Feet 40,000 OSF 
Coverage 28% 
Land Cost psf of Land Area $14.00 /sf 
*Loan Amount s5.064,OOo I 

ExHfBIT C 

Building & Site Cost 

Archikeduml Design 
Engineering Design 
Design Review Fees 
Lesd 
Real Estate Taxes 
Developer Fee 
Signage 
Mimlheous 
contingency 
Marketing 
Site Maintenance 
Utility Connedion Pees 
Plan Review Fees 
P d t  Fees 
Construction Managemeat 
Inswance 
ConstructionFinanceFcks 
other consaltants 
ACCOlXlthg 
Total Construction Cost 

Total Project Costs 

In~eJStCarry 

Amount %/sf 

3.25 Acres $1,981,980 $ 49.55 . .  
$ $ -  
$1981.980 $ 49.55 

$3,200,000 $ 80.00 
8.00% $ 263,328 $ 6.58 

$ 75,000 $ 1.88 
$ 25,000 ' $ 0.63 
$ 10,000 $ 0.25 
$ 10,000 $ 0.25 
$ 20,000 s 0.50 
$ 250,000 $ 6.25 
$ 25,000 $ 0.63 
$ 50,000 $ 125 
$ 100,000 $ 2.50 
S 15,OOO t 038 
$ 15,000 S 038 
$ 50,000 S 125 

$ 50,000 $ 1.25 
$ 100,000 $ 2.50 

S 25,000 $ 0.63 

$ 20,000 $ 0.50 

$ 20,000 e 0.50 

$ 20,000 $ 0.50 
$ S.OO0 $ 0.13 
$4,348328 $108.71 

S 6,330,308 9lS8.26 - 
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Arizona Corporation Cummission 
Environmental C Associates, Inc. 
Fountain Hi Tmes 
Grace Capital 
Monarch Design & Construction 
Tousskiit Bt C&lsoi Ltd. . 
Toussaint & Carlscm, Ltd. 
Toussaint & Carlson, Ltd. 
Developer Fee 

PREDEVEMlPMEN'I' COSTS 

Certified Copy of Filing Articles of  Organization 
Phase I Environmental Assessment Report 
Publish Articles of Organization 
Filing Articles of Organization 
Due DiligencdZoningIConst Documents 
Professional 'sirvices .. 

Reimbursable Expense 
Professional Services 
113 of $250,000 

6/6/06 
5/3/06 ' $ 

5110106 $ 
6/6/06 $ 

4f1106 $ 
3/31/06 s 
4130/06 $ 

4/30/06 $ 

6/21/06 
s 

5 1 S O  

1,250.00 
41.04 
85.00 

14,875.00 
1,552.58 

16.64 
254.92 

83,333.33 
101.460.01 

. I  
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A Comercia1 Condomfium Development 
In Burr Ridge, Illinois 

. .  . . .  
, .  . .  

. .  
. .  

Exclusively Presented 
bY 

Grace Communities 

Grace Communities 
9500 Bast Ironwood Square Drive 
Scottsdale Arizona 05258 
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RISK ANALYSIS 

This package is intended for 
sophisticated real estate investors. This 
is a highly speculative real estate 
development project and should only be 
macle by persons who can afford to lose 
their entire investment, Some of the risk 
factors include no assurance of 
profitability, a downturn in the 
commercial real estate market, inability 
to secure acquisition or construction 
financing, unforeseen competition and 
the need for additional capital. We 
recommend that Investors consult legal, 
accounting and financial planning advice 
prior to investing. 

The Investor is aware that any 
renderings depicting individual units, 
site plans and square footage are dl 
conceptual in nature and may change in 
the future. Grace Communities reserves 
the right to modify the interior and 
exterior design, specifications, location, 
size, design features and pricing of each 
unit. 
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Project Overview 
Grace Communiti$ is pleased to announce the development of the Burr Ridge 
Office Condominiub located in the beautiful Village of Burr Ridge, IL. just 19 

miles from the Chicago Loop off of 1-55 and County Line Road. Proposed is a 14 
building complex totalling 170,000 square feet of office and medical space. 

I4&* 

Financial Sumhay 

Net Revenue 

Total Project Costs 

! 
t .  

! Eq&y Invested " 
..  . .  

Equity P-er Profit 40% 

. .  . Investor Cash on Cash Returh .. . . . . . 

. .  

I 

Per NSF 
215.32 

$ (29,646,000) $' (174.39) 

m 
$ 36,604800 $ 

$ ' . 6,958,000 $ : 40.93 , 

$ 4,000,000 $ ' 23.53 

$ 2,783,000 $ ' 16.37 

70% 
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Entitlements 

The entitlement process requires an amendment to the PUD, The current proposed project is 
considered B major change and wjll require Plan Commission & Village Board submissronS, and 
also a public hearing. Generally, this requires about 90 - 120 days for full completion. However, 
Preliminary and Final PUD submissions can be concurrent. The Building Permit submissian wi l l  
require full Board appM"al prior to formal review. No permits will be imued without full Board 
approval. It is also necessary to a s w  City additional road requirements through the Mardo# 
parcel & the reality of a recapture fee €or frontage road impr~venrents. It is also desireable to 

remove the traffic study requirement. 

Consultant Team 
Developex. Grace Communities scottdale, Az 

Sales Agent: Red Bstate Cdtant6,  InC.  Gladyn, lL 
Contracior: Monarch Design & Constraction st. Charles, a 

Project Timeline - Estimated 

Desjgn & Layout: Grace Communities scottsdale, AZ 
Architeck Monad~DeSign & Construction SL Charles, IL 

JanlAry 2006 &a@ plan Village of Burr Ridge Review 

. February2006 Concept Plan Village of Burr Ridge Responses 
Submit - Plan C d s s i o n  - Public Hearing 

March2006 Investor Fuude Due 

April 2006 Plan Commission- PuBlic Hearing Meeting (aS dap prior) 
Village Board F d  ARC AppMval 

May 2006 Land Closing 
Submit Building Permit 

June 2006 ConstrudIon Starts / Receive Permit 

April 2007 substarztial Completion 
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Aerial Photograph 
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Site Map 
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DEVELOPMENT SITE 
SITE AREA 

15.258 AC = 664,638 Sl? 
+ 4.507 AC DETENTION 
19.765 AC = 860,963 SF 

BULDING AREA 
170,000 +/- SF 

PROPOSED FAR. 
0.25 FAR NET 
0.20 FAR GROSS 

PARKTNG PROVIDZID 

PATWNG RAnO PROVIDED: 
850+/- CARS Q 5/1000 

5.0/1000 

ZONING INFORMATION 

BUILDING HEIGHT: 
3 STORIES / 4 0  

MAMMUMFAR C.25 
MAMNI[JM Z 9T COVERAGE: 

80% 
PARIUNG REQUIRED 

OFEICE;: 4/1000 
MEDICAL 6/W€YOR 

ZONING: 0-2 and PUD 

CoveraEe Analysis 
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Burr Ridge Off ice Investors, L L c  

Project Data 
Site Area: 

zoning: 
Allowed Density: 
Coverage: 
Max. Bldg. Height: 
BujJding Square Feet 
Land Cost pf of Tad &a: 

Development Prof orma 
LandCost 155 Acres 
Approval Soft Cost 
Total La14 Cost 

Buildjng & Site Cost 
xn-carry 7.00% 
ArchitechUalDesQn 
Bnsineerins D+Pl 

Legal 
DedgnReviewFees 

Real Estate T a m  
Developer Fee 
Signage 
Ivlke&neous 
CantingenCY - 
SiteMBintenance 
utililyconnectlon~e5 
PlanReviewFees 
Pemrit'Fees 
Conshuction Management Fees 
InrnuanCe 

constnrdlonFinancePees 
Other Consultants 
Accounting 
Total Construction Cost 

Total Project Costs 

15.258 Acres Net (+/- 276,800 sf) 
+ 4 . W  Acres Retention = 19.765 Total Acreage (+/- 860,963 sf )  
0-2 Office Manafachving and Distribution Park & PUD 
0.25 FAR 

I 2O%Gross 
3 Stories or 40 feet Allowable 

170,OOO G5F 
$.. 16.25 I S ~  . 3 

'$ xo,971#675 

~13;600,oO0 
. 1,079,106 

300,090 
1 0 0 ~ 0  
15,000 
50,OOo 

l25poo 
1NQW 

25,000 
'25opoo 
soo,Ooo 
lw)O 
15,000 
4 0 0 , ~  
100,OOO 

2!50,000 
lO0,Ooo 
25opoo 
lO0,OOO 
5o.m 

3!5o,ood 

$ 18,674,106 

Incomplete Without Disclaimer Page 

26% Net 

$ 64.54 
$ 

!$ 6934 

$ 80.00 ' 
$ 6.35 , 

$ 1.76 
$ 0 9 '  
$ '  ' 0.09, 
$ 029 4 

$ '.6.74 . 
' $  ' 5.88 
$ 0.15. . 

. $  1.47 
$ 2.94 
0 0.09 
$ 0.09 
$ 235 
$ 059 
$ 206 
9 1.47 
$ ,039 
$ 1 .# 
$ 0.59 
$ 029 
$ 109.85 

8 
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' Building Sales Analysis 
' /  

Building Sales $ 39,100,000 $ 230.00 
(13.80) I Sales Commissions 6.Wo $ (2,3460003 $ 

I . $ (1501000) $ (0.W I 

closingcosts (30 aOsh3.d 
Net Revenue $ 36,60400Q $ 215.32 

i ! i 
Financing & Inve'stment Analysis' 

! 
. , $ ,B,716,625 , .  

,:MI% 
' Total Loan W v v t  

I .  

. . .  

: . .  

' ,  . .  . .  . 

. .  . 
. *  

. ,  
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To& iJrogct Prdt 

Equity Partner PioAt 

. .  . .  

Grace P q t  , . 

.. 

. .  
.$. ~4,00p1000 ' 

. .  

$' 6,&Jl9 $ 
. I  . .  

. . .  

m' . .  $ 43'4,931 I " 

40%' . $ 2,7832W 
. .  . .  

70% :Equity Cash on Cash Return , 

Anticipatd 24 Month Project Schedule 
. .  

. .  . .  

Incomplete Without Disclaimer Page 

21 65 

40.93 

ACC000297 
FILE #8451 

9 

BLK000070 



This financial proforma is intended to be reviewed in its entirety. Portions of this 
financial proforma may lead to inaccurate assumptions when not viewed in the 

context of the entire proforma. 

This financial profom has been prepared by Grace Communities, based entirely 
on assumptio~ provided by the d&eroperi Neither Ghce Communities, its 

affiliates, or .kdivid.uals involved in co&plt$irig this financial proforma guarantees 
the accuraq' of these :assumptions, or the results projected from.the.se assumptions 
'in this 3financial broforma. ?;his: financial profonqa is submitted for uie b$the ', 

develop, @vestor& and pot&tial lendem as'they see fit, and is subject to errors 
and .omissioris. 

Other enti&$% have' made pr-y estidates of the developmcht costs. The 
design of the project is now being'revised:'&d detailed.. The development costs 
and schedule will be.updated conti.nuouS1~ over the life of the project. Neither 

GFaw Commhifies, its affiIiatesi oithe other entiti& guaranty the accuracy of the 
preh inary  development costs or the resultspojected &om these assumptions in 

. . .  , .  

' this financial profoima. 
. .  

. .  .. ... 

. .  . .  
. .  

. .  

10 
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SUBSCRIPTION A ND COUNTERPART S IGNATURE PAGE 
FOR MEMBERSHaP XNTERESTS 

BURR RIDGE OFFICE INVESTORS. LLC 

January 25,2006 

Donald J. Zeleznak 
Jonathon Vento 
Burr Ridge Office Investors, LLC 

-bne.lll 

Mr. zeleplak & Mr. Vento: 

I am fmrding this letter in connection with my acquisition of -% 
membership inkrests in Burr Ridge Office Investors, LLC an Arizona limited liability 
company (the Y!ompany'') at a purchase price of 
and 00/100 Dollars $ 

You have informed me that the Intereste win be registered pursuant to the 
Securities Act of 1933, as emended (the "Act"), or under Arizona or any other state's 
securities laws based upon your belief that the Interests h e  not "securities" 85 defined 
under the Act, or even if so defined, the sale to me qualifies for an exemption from the 
registration rquircments of said federal and state securities laws. You have further 
advised me that yoy are relying in part on my representations and warrantics as set forth 
in this letter for purposes of proceeding in this matter and if necessary, claiming such 
intsrpretatisns and exemptions. 

&mrdingly, I hereby represent and warrant to the Company as follows: 

(a) I am aware and understand that the Company has been formed solely to 
purchase, develop and sell commacial real estate known tts "Burr Ridge", on Just South 
of Hwy 55, on Cornonwealth Ave Burr Ridge, Illinois. Any funds contributed by 
Members in excesa of the predevelopment for Burr Ridge Office Investors, LLC will be 
returned to subscribers in propordon to the percentage of the total capital contn'butions by 
such subscriber (therefore causing the Percatage Interests of all Members to remain the 
=e); 

@) I understand that my acquisition of the Interests is a speculative 
investment involving a high degree of risk, including without limitation, any and all risks 
associated with an investment in comercid real estate. 

(c) I have received and reviewed copies of the Operating Agreement for Burr 
Ridge Office Investom, LLC ("The Operating Agreement") as well as the proforma for 

ACC000299 
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Burr Ridge Office Investors, LLC and have examined such other documents and made 
such other inquiries as I deemed appropriate to verify for myself any statements made to 
me concerning the acquisition of the Interests and the Company's acquisition of Burr 
Ridge parcel. 

(d) Other than die limited Distribution Rights set forth in the Operating 
Agreement, I acknowledge that 1 may have to hold my investment indefinitely and may 
not be able to liquidate my investmat in the Interests, even in the event of a financial 
emergency. Moreover, I understand that my Distribution Rights under the Operating 
Agreement are subject to the ability of the Company to sell all or significantly all of the 
properly, including buildings being constructed. 

! 

(e) I have such knowledge and experience in financial and business mattea3 
that I am capable of evaluating the merits and risks of my investment in the interests; 

( f )  I hereby represent that I have a net worth sufficient to bear the economic 
risk of losing my entire investment in the Company without impairing my ability to 
provide for my support and support of those dependant on me; 

(g) I acknowledge that I have a preexisting personal or business relatiomhip 
with Donald Zelemak and Jonathon Vento, the "Managing Members" of the Company; 

(h) I am acquiring the Interests solely for my own account, for investment, 
and not wilh a view to, or for, the resale, distribution, subdivision or tiactionalization 
thereof, and I have no present plans to enter into any contract, und-g agreement or 
arrangement for any such resale, distribution, subdivision or fi.actionalization thereof; 

I have independently evaluated and undeastand the federal m a m e  tax (i) 
aspects of my investment in the Company, and have received such advim in this regard 
as I deem necessary fiom sources that I deem qualified. In particul~~ I acknowledge and 
agree that the Company will, pursuant to W o n  1.761-2 of the 'keasurer Regulations 
promulgated under the Intcmal Revenue Code, 8s meuded, elect to have the Company 
included from Subchapter IC ofthe lntemd Revenue Code. As a resuit, 1 will receive a K- 
1 but I will be individually responsible fof accounting for and reporting to the Internal 
Revem& Service my taxable gain, loss or income relating to my wntriitiona to and 
distniutions for the Company regarding my Interests; 

(i) I acknowledge that neithw the principals of the Company nor any other 
persons have ever represented, warranted M guaranteed, expressly of by impliicatiOn: 

(1) the approximate or exact length of time that I will be qmred to 
remain a Member of the Company; and 

the percentage of profit and/or amount of, or type of, 
consideration, profit or loss (inchniing tax write-offs andlor tax 
benefits) to be realized, if any, as a result of my investment in the 
Company. 

(2) 

ACC000300 
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Without in any way limiting my warranties and representations as set forth herein, 
I hrther agree that I shall in no event pledge, hypothecate, sell or transfer the Interests 
other than in compliance with the Operating Agreement. 

The wananties and representations contained in this investment letter shall be 
binding upon my heirs and legal representatives and shall insure to the benefit of the 
Corporation's success and assigns and your successors and assigns. 

I hereby acknowledge that I understand the meaning and legal consequences of 
the warranties and r-entations contained above, and I hereby agree to indemnify and 
hold harmless the Company and each otha Member and the Administrator of the 
Company h m  and against any and all loss, damage or liability arising iiom or relating to 
any-bqach of any represantation or warranty contained in this investment letter. 

I hereby acknowledge and agree that this shall constitute my signature page to the 
Operating Agreement and by my signature below, I agree to be bound by all terms and 
conditions set foxth therein.. 

Individual Member Signatnre: 

Signature of individual Member 

Print Name of individual Member 

Signature of Joint Owner, if applicable 

Print Name of Joint Owner, if applicable 

Phone # 

ACC000301 
FILE #8451 

Entity Member Siature:  

Print Name of Entity Member 

BY: - 
Signature 

Its: 
Pleaseindicate capacity 

SS# or Tax ID # 
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Accepted by Burr Ridge Offlcrs Investors, LLC 

Its: 

Date Accepted: 

Notaw for Individual Subscriber: 

STATE OF ) 

County of 1 
) ss: 

The foregoing instrument was acknowledged before me this day of 
2006, by 

Notary Public 
My Commission Expires: 

Jbtarv of Entity Subs criber: 

STATE OF ) 

County of ) 
) ss: 

The foregoing instrument was acknowledged before me this day of 
, 2006, by I as 

of 

Notary Public 
My Commission Expires: 

ACC000302 
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Accredited Investor Addendum to Subscription 
Agreement 

under the Securities Act or any state law and is being made to "accredited 
investors" (as defined in Rule 501 of Regulation D under the Securities Act). 

This Subscription Agreement is one of a number of such subscriptions for 
Interests. By signing this Subscription Agreement, I offer to purchase from the 
Company the amount of Interests s e t  forth above on the terms ~pedfied herein. The 
Company reserves the right, in its complete discretion, to reject any subscription offer. If 
my offer is accepted, the Company will execute a copy of this Subscription Agreement 
and return it to me, 

2. Accredited Invem. I m an Accredited Investor because I fall within one 
dr more of the fbllowing categories: 

(PLEASE CHECK 
APPROPRIATE - 
CATEGORY) 

$1,000,000 Net Worth. 
A natural person whose individual 

net worth, or joint net worth with that person's 
spouse, at the time of hidher purchase exoesds 
$1 ,o0O,ooo. 

%200,000/$3 00,000 Income. 
A natural person who 

had an individual income in stcwls of 5200,000 
(including contributions to qualified employee 
banefit plans) or joint income with SUA person's 
spouse in ex&ss of $300,000 in each of the two 
most recont years and who reasonably eorpects to 
attain the same individual or joint levels of income 
(including such c o n t r i i n s )  in the current year. 

Director or Omca of Issuer 

Member of the Maaager of the Company. 
Any Manager or 

All Equity Owners In Entity Are Accredited . 
An entity 0.8. 

Carporation, partnership, trust, IRA, etc.) in wbich 
all of the equity owners are Accredited Investors as 
defined herein. 

Corporation 
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A corporation not 
formed for the speci6c purpose of acquiring the 
Interests offered, with total assets in excess of 
$5,000,000. 

Other Accredited Investor 
Any natural person or 

entity which qualifies as an accredited investor 
pursuant to Rule 501(a) of Regulation D 
promulgated under the Act (specify basis for 
qualification): 

3. Eenrese ntations and Warran&. I represent and warrant to the Company 
that: 

(a) I: (i) have adequate m w  of providing for my current needs and 
possible contingencies, and I have no need for liquidity of my investment in the 
Interests, (ii) can bear the economic risk of losing the entire amount of my 
investment in the Interests, and (iii) have such knowledge and experience in 
business and financial affairs that I am capable of evaluating the relative risks and 
merits of an investment in the Interests or I am being advised by others (named 
below and acknowledged as being the “Purchaser Representative(s)” of the 
Purchaser in m e d j o n  with evaluating the merits and risks of a purohase of 
Interests) with such knowledge and experience that the Purchaser and such 
purchaser reprwentative@) together are capable of making such evaluation. 

(b) The address set forth below is my comct residence, and I have no 
present intention of b m i n g  a resident of any othw state OT jurisdiction. 

(c) I acknowledge that I: (i) have receivad and thoroughly reviewed, 
and nm familiar with (A) this Subscription Agrecmant and the Operating 
Agreement for the Company; and (C) all other documents you furnished in 
connection with this offding prior to the execution of this Subscription 
Agreement (coliectively, the “Company Doc~~rnerW~); and (ii) am familiar with 
a d  understand each of the Company Documents, including the Operating 
Agreement. AH documtots, recorda and books pertaining to the Compbny 
and the Projeet requested by me, inclndlng all pertbent records of the 
Company, the Manager0 and their affiliates, Rnancial and otherwise, have 
been made available or dellvered to me. 

! 

j 
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(d) In’ deciding to purchase Interests, I have relied solely upon the 
Company Documents, and the advice of m y  legal counsel, accountants or other 
financial advisers with respect to the tax and other consequences involved in 
purchasing Interests. 

(e) I acknowledge that the Interests being acquired will be governed 
by thn terms and conditions of the Articles of Organization and the Operating 
Agreement, which I accept and by which I agree to be legally bound. 

(0 I represent and warrant that all information delivered to the 
Managers regarding my net worth, income, investment experience and education 
is true and correct. My financial cirmstrmces, investment portfolio wid tax 
bracket are appropriate for a Member in the Company, and I believe the purchase 
of Interests to be a suitable investment. 

(g) I have had an opportunity to a t  questions of, and have received 
satisfactory answers from, the representatives of the Managers and the Company 
concerning the affairs of the Company and the Managers generally, the Project, 
the Company’s loan, and terns and conditions of my proposed investment in the 
Intmxlts. 

(h) No person or entity has made any oral or written representation 
or warranty whatsoever with respect to any matter or thing concerning the 
Company and this offering of Interests that is in any way inconsW with 
information set forth in the Company Documents. 

(i) I am not subscribhg for the Interests as a rmult of or subsequent 
to any advertisement, article, notice, or other communication published in any 
newspaper, magazine, or similar media or broadcast over television or radio or 
presented at any seminar or me&&, or any solicitation of a subscriptiou by a 
person not previously kwwn to me in connection with investments in securities 
g=raW. 

(j) I am not relying on the Company with respect to the tax and other 
economic considerations of the purchaser relating to this subscription. In regard 
to such considerations, the Purchaser has relied on the advice of, or has 
comulted with, only ifs own advisors. 

(k) I understand that no Intesests have been registered under the 
Securities Act, nor have they been registered pursuant to the provisions of the 
securities or other laws of applicable jurisdictions, and are Wect to substantial 
restrictions on transfer as provided in the Operating Agreement. 

(I) The interests for which I subscribe are being acquired solely for 
my own account, for investment and are not being purchased witb a view to or for 
their d e  or distribution. In onler to induce the Company to sell Interests to me, 
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the Company will have no obligation to recognize the ownership, bmeficial or 
otherwise, of the Interests by anyone but me. 

(m) 1 am aware of the following: 

(i) The Interests are a speculative investment which involves a 
high degree ofrisk; and 

(ii) The Interests are not readily transfcrable; it may not be 
possible €or me to liquidate m y  investment in the Interests. 

(n) I understand that 1 may be required to provide current financial or 
other information to the Managers to enable them to determine whether I am 
qualified BS an “Accredited Investor” to purchase Interests. 

(0) I understand that no federal or state agency, including the 
securities and Exchange Cammission, or the swmities regulatory agency of any 
state, ha6 approved or disapproved the Interests, passed upon or endorsed the 
merits of the offering or the accuracy or adequacy of the Memorandum, or made 
any finding or determination as to the fairness of the hW&s fbr public 
investmeflt 

@) I represent, wanant and agree that, if the undersigned is acquiring 
fntaests in a fiduciary capacity or the undersigned is a corporation, trust or other 
estity: (i) the above representations, warranties, agreements, acksowledgesnents 
and understandings shall be deemed to have been made OD behalf of the person or 
persons for whom such Interests are being acquired, (ii) the name of such parson 
or perms is indicated below unda the subsctiber’s name; (iii) such futther 
inhrmation as the Managers deem apprapriate will be fiunishd regarding such 
person or ptrsons; and (iv) the wdersigned is authorized and otherwise duly 
qualified tu purchase and hold the Interests. 

The foregoing representations and warranties are true and accurate as of the date 
hexto% shall be true and accurate as of the date of the delivery of the funds to the 
Company and shall survive such delivery. If, in any respect, such reprewntatiom and 
warranties are not true and accurate prior to delivery of the fuads, I will give writtem 
notice of that fact to the Company, specifjing which represer~tations’ and wwanties are 
not true and accurate and the reasons therefbr. 

4. v e n t .  I agree to execute and deliver to the Company with 
this Subscxiption Agreement my executed signature page to the Operating Agrcoment. 

5. -. I understand that I may sell or otherwise transfer my 
Interests only with the contmt of the Managers and the Members of the Company. 

ACC000306 
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6.  Indemnification. I understand the meaning and legal consequences of the 
representations and wananties contained in Paragraph 3 above, and I will indemnify and 
hold harmless the Company, the Managers and representatives involved in the offer or 
sale of the Interests to me, as well as each of the managers and representatives, 
employees and agents and other controlling persons of cach of them, from and against 
any and all loss, damage or liability due to or arising out of a breach of any representation 
or warranty of mine contained in this Subscription Agreement. 

' 

7. Revocatia. I will not cancel, terminate or revoke this Subscription 
Agreement or any agreement made by me hereunder and this Subscription Agreement 
shall survive my death or disability. 

8. Termina tion of Amment.  If this subscription is rejected by the 
Company, then this Subscription Agreement shall be null and void and of no further force 
and effect, no party shall have any rights against any otha party hemder,  and the 
Company shall promptly reaUn to line the funds delivered With this Subsaiption 
Agreement. 

9. Miscellaneou~. 

(a) This subscription Agrement shall be governed by and corned 
in accordanoe with the substantive law of the State of Arizona. 

(b) This Subwiption Apement constitutes the entire agrement 
between the parties with respect to its subject mattez, and may be amended only 
by a written document executed by all parties. 
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OPERATING AGREEMENT 
OF 

BURR RIDGE OFFICE INVESTORS, LW 

This Operating Agreed is entered into effective as of u l i i s & y  of April, 2006, by and 
among Vento Investments, LLC, an Arizona limited lii€ity company (,VY&&"), end zeltor, 
LLC, a Nevada limited liability company ("-9, as the Managers and as Members, and RJZ 
Associates, LLC, an Arizona limited liability compy,  as a Member, and such other persons wfso 
may become Members by executing subscription Agreements or 0the.r appropriate dwummb that 
arc acoepted by the Company, and making their initial Capital Contributions, as Members of Burr 
Ridge Office Investors, LLC. 

ARTICLE I 
TEECQMPANY : GENERAL PROMSION S 

1.1 -. The parties have formed the Company as a limited Wily company 
pursuant lo the provisjonS of the Act and upon the tams and conditions set forth in this Agreement 
andthe Artides of Organi-ratin Capitalizedtennsandphrases used in this Agreement shall have 
the meanings sivca those terms in Mcle II below. The names and addFesses of the M e m h s  and 
the ManagFrs are set forth on miit k 

12 w. ThenamaoftheCompanyisBurrRidgeOB[iceInvestors, LE. 

1.3 &- The purposes of the Company and dte general character of its business ltre 
to: (a) acquire rbat cabin pareel of real property located in Burr Ridge, Illinois, and more 

re- matkef ad sell Ibe m, and (c) in any dvit ies neceswy, incidentrtl or 
relatad to the fwoing pupses, The Cornpamy shall be a limited liability company only for the 

in any &vi@ or business 0th tban tho Permitted Activities, and no Manager or Member shall 
have my auknity to hld itdfout aa a g d  agent of my other Manager or M e m k  in any 
other bushcss or activity, 

patlicumy de4mibed w pxbii  B (the "ProDCrrv"); @) own? develop, operm lease$ finance& 

purposes spedied in this Section 13 (the "2emiUed A& 'w). The c0n;lPany Shall lmot UlgagC 

1.4 It is the intent of the k g a s  and the Members that the Company &ail 
always be operated in a manner consistent withits treatment as a "p;nttnership" far fodcrat andstate 
income tax purposes. The Company is not a 'LpartnersMp" for purposes of the Arizona Unifonn 
Partrrership Act or a "limited pwncrship" for pu~poses of the Arizona Uniform Limited Parmeas& 
&Gaud the Members are not paztners, It is also the intent ofthe Managets and the Mcmbersthat 
the Compauy not be operated or treated as a "partmdip" for purposes of Section 303 of the 
PcdtaaBBanlcnqpcyCocEe. 

Q@&. The registered office of the Company within the State of Arizona is 9500 E. 
Ironwood Square Drive, Suite 201, Scottsdalc, Atizona 85258. The Managers may tbc 
Company% registered office to any other placa within the State of Arizona upon written notice to the 
Members. 

1 .S 

! 

i 
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1.6 &at for Service of Process . The name and addt.tss of the agmt for service of tcgal 
process on tbe Company in Arizona is Donald J. Zeleznak, 9500 E. Ironwood Sqm Drive, Suite 
201, Scottsdale, Arizona 84258. The Managers may change the Company’s agent €or Service of 
process upon written notice to the Members. 

1.7 m. The term of the Company commenced on the date the Articles of 
Organhtioii were filed with the Arizona Corporation Commission and s h d  continue until 
dissolved as set forth in this Agreement 

(a) Each Member hereby expwsly acknowledges thgt each Manager and 
Membcr (eithtr dircctly or through its ABtiliatea) is involved in transactions, imrestmeota and 
busin& ventares and undertakings of every nature, m e  of which involve the real estate 
acquisition, development, leasing and sale industry (all such investments and activities being 
retimed to as ~ J C A  t Activiljgj”). 

Nothing in this Agreement shall be construed to: (i) prohibit any Managex or 
any Member or tbeir respective Afiiliates from continuing, acquiring, owning or otherwise 
pSrtidpahg in my M e t  Activity that is not owned or operakd by the Company, even if 
such Independerrt Activity is or may be in competition with the Company, or (ii) rcqUire any 
Manager or q Member to allow the Company or the other Manbas to participate in the 
owrwrship or profits of;ttlly such Independent Activity. To the m a n y  Membex wouldhave any 
rlgb or claims against a Managm or Member as a remit of the In- Activities of such 
Person or its Affiliates, whether arising by statu& common law or in equity, the same are Iaercby 

(b) 

waived with respect totheoperatiotl ofthe compeuw. 

(c) Esch Merober hemby reprfpats and warrants M each Manager and to each 
athm Member that it has not been o€tii ,  as m inducement to enter into tbis Ajywnea$ the 
oppammity to participate with any Manager or any other Member m the owDcG9hip or profits of any 
1-t ActiVityofanykindw~ofsuchManagerorMemberoriEs~liates. 

(d) The Managers and the Members hereby e q d y  admowledge, repraent 
and WatfaDR to one another that they are sophbthed investors, they under& thc turns, 
conditions and waivers set forth in this Section IS, and that the pvisionS of this Section 1.8 ere 
reasonable, taking into account their relative sopldstiwtion and ba@dng positioa. 

ARTIUEII 

Unless otherwise expressly provided hemin or unless the context otherwise requires, the 
terms and phrascs with initial capital lettars used in this Agmmmt shall be Mmed as follows: 

mans the Arizona Limited Liability Company Act, 89 set forth in Arizona Revised 
Statutes 6 29-601 @. m., aa amended from time to time. 
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"Adiusted Caoital Account B a l ~ "  means an amount with respect to any Member equal to 
the balance in such Member's Capital Account at the end of the relevant fiscal year, a f k  mcreashg 
the balance in such Membe.fs Capital Account by any amount which such Member is deemed to be 
obligated to restore pursuant to riegulations $8 I.7O4-2@ (1) and I .7W2(i) (5). 

"mate ls )"  of a Person means: (a) any Person directly or indirectly owning, conrroli i  or 
h o W i  with power to vote ten percent (10%) or more of the o u W i n g  v o t i i  mwities of the 
Person in question; @) any Person ten percent (I 0%) or more of whose outstanding voting securities 
are directly or indirectly owned, controlted or held with power to vote by the Person in question; (c) 
any Person directly or i n d i i y  controlling, controlled by or under common control witb bK; Pemm 
in question; (d) any offlcer, directoc, member, or partner of the Person in questio~ and (e) if the. 
Person m qtkstbn is an officer, director, member or partner, any company for which such Person 
acts in any such cripadty. 

"Ageemear means this Operating Agreement, as amended i bm time to time. Words ccuch 
as "hemin," "he&& r," "hereof' and "hereunder," &er to this Agreement as a whole, unless the 
cwtextotherwiserequires. 

"Articles of Chm&atio~~~ means the Articles of Orgrimion of the Company filed with the 

"Book Vai~&' bas the meaning given that team in Section 43(b). 

Arizona Corpodon CunmiisgiOn on February 6,2006, as mended from time to time. 

cxx?ul$" meaoq withrespect to eachMember, the capital Ac&ntrrnidnd for 
mcb Member in sccofdaflce with Section 4.6. 

Contributiaos" means the amount of cash gtld the net fair market value of any 
proper& 0ontciWby eacb Member to the Company pursuaat to Axtick rrX, but Jhall not include 
amounts paid to any Pcrson with ~.espect to any asigement of any intereSt in the Campany or any 
suhsttution of a Member. 

"Q&" means the Internal RsvenweW of 1986, as amencleafKuntimetotime. 

'Qmmy" means the limited Wilii company fbrmed pursuant to the Articlee of 
Orgm$zation and any limited liability company continuing the b u s i i  o€ this Company in 'the 
event of dissolution as herein pvided. 

' 

%writ of W*M " means an event listed ia Section 29-733 ofthe Act. . 

?hace''mtms Grace Capital, LLC, an Ariaona limited liability cornpolfiy. 

ndGnt Activitiq" ha8 the meanin4 given that term in W o n  l.S(a). n 

*- means each of Vent0 and Zeltw or any Person appointed to act as a successor 
Manager in accordance with the tern of this Agreement and designated as such in an amerwjmczlt 
tooArtick;sofOrgar5trrtion. 
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"&lember Loq" has the meaning give0 that term m Section 3 A(@. 

"Membq" means any Person id- tu a Member in the heading to this Agreemat. If i 

any Pason is admitted as a Substituted Ivbmber pursuant to the terins of this Agreement, "Member" 
shall be deemed to refer to such Person. 

"Net Cash Flow'' means the gross cash proceeds to the Company fiom all sources less the 
portion thereof used to pay or &hh mrves for Company expenses, deb! payments, capital 
improvements, replacements and contingencies, all 11s reasonably determined by the Managers. 

I 

"Percentaae Interest' I means a MmWs interest, expressed as a percentage, in Profits, 
Losses, and distributions of the Company as provided for in this Agreemmt. The Members' 
Percentage Interests ~ c e  set forth opposite their names on Exbibit A. , 

-ctfvitit$' has the d u g  given that term in Section 1.3. I1 

n P ~ ~ n 9 t  means any natural pason, putnembip, joint venture, limited liability company, 
corporalion, estate, trust, association or other legal entity. 

Losses" me& for each fiscal year or other period, an athount equal to the 
Company's taxable income or loss for such year or period, detumined in acwdanw with Code 
Section 703(a). upon condm-on with the colnpany's sccountants or legal counsel, to corn& with 
relevant Regdations. 

"&ggg&" bas themwning given that term in Sectiqn 1.3. 

I eat Ib&&&' has the meaning givepl that terrn m Section 4,2(a). 

I shall mean the Income Tax Regulations pmrndgated undertbe Code, as such 
regulationsmaybe atnen&d h m  time to time. 

n Member"rneatls any Person Witted to &e Company ~ts a Mcmbcrpimurstlrto 
Section 8.3. 

"Tax Advsnoes" has the meanhg given that term in Section 4.2(a). 

'Tax Amaun t" means an amount with nspect to each Member (which may be a positive or 
wtive number), detmnhcd on a yearly basis, equal to: (a) the combined mruciarum Arizona and 
faded income tax rates applicable to individuals for the period with respect to whioh thc Tax 
Amount is being determined, mdtiplied by (b) such Member's "net iacome" or "net loss" ibr the 
year with respect to which. the Manbers Tax Anmunt is being determintd Each MmWs Tax 
Amount &all be determined on an estimated basis, taking into account the best Mhmtion 
avaihble to thc Managers, but sball be subject to reconciliation amndly at the time the Compemyrs 
ftderat incOnt tax mhms are filed. For purposes of tbis definition, "net income" means the 
amount, if any, by which the items oflncoma and gain alIocated to a Member for a year exceed the 
items of loss and deduction allocated to that Member fa such year, and 'net loss" means the 
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amount, if any, by which the items of loss and deduction allocafed to a Member for a year exceed 
the items of income and gain allocated to that Member for such year. 

'riansfer" has the meaning given that term in Section 8.1. 

n w d e d  Tax 'I means, with respect to each Member, the excess, if any, of: (a) the 
sum of such Membw's Tax Amounts for the entire term of the Company, over (b) the sum of; 0) all 
BR1ouII1s previously distributed to such Member pursuant to Section 4.1; and (ii) the portiOn of such 
Memba's Tax Advances (if any) that have not been offset by distributons withheld under Sectian 
4.2(b). 

YJnrwd c m  LConhibutiom '' means, with respect to each Member, such Member's 
rotal Capifal Contributions less distriburlons previously received by the Member pursuant to Section 
4.1 (e). 

ARTICLEXU 
OMS AND RJ?&All&M&TE IRS 

'butions: initid cmw ooal CmItal contn 3.1 I&alC-;Add& 

cAmclmmtly with the e x d m  of rhis (8) Jnl 'tial gg#&&$j coptnbubons. 

.. . .  
AccountCredi tsandP~lntaests  : MemW Loatlp. 

Apeme& by the Managers and all of the Members, each Member sball contribute to the Compomy 
the amount ofcash set tbath opposite sucb MmWs name on WA. 

with the f e  Conhions, esch Member shall receive a Capital Account oredit and 
Pemntage Intcrest in theCompany as set forth on,ExhibitA. . 

I .  

(b) mal Ca&a.l Account Wts nnd Pmen t m w  . hwqjuRction 

(c) 
42@) below, no 
unless such Member t i p s  in writing to do so. 

mud kital .  Lixcept as provided in Section 3.l(a) above and Secdon 
1 be required to make any Capital contrii'braions to the Coinpany 

(d) Member LosMan. Any Member may, with the. written consent of the 
Managers make a laan (a "hbrn-!') to the Company, solely to fixher the bosiness of the 
Company, Member Loans sbail bear interest atarate equal tothe cost of bonowled funds tothe 
Member making ?he Member Loan plus three percent (3%) peranmun, and shail be repeid on such 
reamable terms and conditions as may be approvcd by tho Managers. 'No Member ahall be 
required to make a MembaLoan unless such Member hasagred in writing to do so. Member 
Loans shall be liabiities of the Company and, unless obmise agreed by the Managers aad the 
lewlhg Member, shau be paid from Net Cash Row prior to any distributions to tbe Manbera 

Seclion 3.1 are soleiy for the benefit of the M m h  and no p m ~ m  of this Agreemzat is (or shall 
be deemed to be) for thb h f i t  of or enforceable by any creditor, contmbr or subconkactor of the 
Company or any Member, and no creditor of the Company wiU be entitled to r e q h  any Managei 

(e) -ts or lhiFd PaW Beneficiqdfa The prcrvisionrr of this 
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or any Member to solicit or demand Capital Contributions or Member Loans from any other 
Member. 

. .  . .  3.2 Limitations P- to M t a l  Contnlx.@a$. 

(4 peavn of caDita$ Except as otherwise provided in this Agreement, 110 
Member shall withdraw any Capital Contributions OK any money or other property from the 
Compaay without the witten consent of the Managers. Under c i r c u m s ~ w  requiring a mtum of 
any Capital Contributions, no Member shall have the right to receive property 0th~ than cash, 
unless othemise specificany agreed in writing by the Managen at the time of such distriition. No 
Member shall have priority ovex any other Member as to return of Capital C h t r ~ o n s ,  allocatiotls 
of Income, gain, losses, credits, deductions, or as to distributions, except as obmise  specifically 
provided m this Agreement. 

(b) L@~,&Y of Mmbess . Except 85 agreed upon m writing, M) Manager or 
Member sbnll be peponally liable for the debts, liabilities, contracts or any o k  ObligatiOnS of the 
Company. Except as agreed upon by the Members, and except as othwwk pxov ided  by Section 
29-651 of the Act or by any other applicable state law, the Members shalI be liable ody to make the 
Capital cantributions as pxovided in W o n  3.1fa) above and Section 42@) below, and shall not be 
required to make any other capital Contnlwtions OK loans to the c!anpy. unless otherwh 
provided undtr the Aot or other applicable state law, no Manager or Member shall have any 
persod I i i l l t y  for the repayment of the C q i i  ContributiOnS or Member h s  of my other 
Member. 

- (c) No - Except 85 gpecifioally provided in 
this m u t t  or othenNist agrcxd by the Members, no Member shall receive any intbnst, salary 
or drawing with respect to s w b  Member's capital Contributions M capital Account. 

Exmp as pvided in Article VIII, no Member mtry volmmily 
or involuntmily withdrapvfbmthe Cmpanyortemhate itsintenst m the Company without the 
prior wzittencoascntof the Managers. Any Member which withdraws firom the C!mpny mlxcach 
of this Section 32(d), or rury Member with respect to which an Event of Withdrawal occurs: 

(d) 

(i) 

(ii) 

shall be an assignee of aMemWs titereSt, as provided in the A& 

shall have no right to peyticipatc in the business and af€&irs ofthe 
Conpiny or to ex& any righm of aMember uderthis Agreeaneat or the Ad; and 

(ii) shall continue to shanin Company distributions, on the same basis 
as if it bad not withdrawn (or as if the Event of Withdrawal had not d), pvidcd that any 
dsmages to the Campany as a muft of such withdmwal (or Event of Withdmwd) sM1 b o m  
agaimt amounts that would otherwise be distrilpted to sucb Member. 
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AFtTICLE IV 
ALLOCATION OF DISTRIBUTIONS, PROFITS, LOSES 

OTHERITEMS AM0 NG'JlWMEMB E M  

4.1 Het Cash Flow. The Company's Net Cash Flow shall be distributed fKrm time to 
time as determined by the Managem in the following order of priority: 

wndex w m  4.z; 
(a) First, to make Tax Advances to the Members, if and to thc extent required 

(b) Sewnd,torepayallMemberLoansinfulk 

(c) Third, lo the Members in proportion to their respective Uuretumed Capital 
Contributions, until the Unreturned Capital Contributions of ail of the Members have been 
reduCed to zero; and 

(d) Powth, the balance, if any, to tbe Members in proportion to tbek 
Percentage Intet.ests. 

4.2 TaxAdvmces. 

(a) R e a - H e  Tax Ad-. Prior to makfng aqy distributions of 
Net Cash Flow pursuent to Section 4.1, the Managers shall determine the extent to whioh any 
Membexwouldhave enUnamdedTex.AmountiftheNetcashFtowweredistributed~accordence 
with SectiMls 4.l(b) through 4.l(d) above. If any Mmbm would bve uhfunded Tax Am&unts 

CTw Adv=w 9 to such Meanbers ("went Membeq"), . in propdon to their rwpective 
UnfundadTax Amounts, until all Membeas' Unfnaded Tax Amountshave been reduced to zero, 

ullderthccircutnsfaace 8 describedintbe pmeding sentem$ the company shatl matrsadvalacts 

(b) &mmtxnt of Tax Advances, Tax A c h w m s  shall be rccovtL*d by the 
Company fram a Recipient Member by withholding any amounts othawise distriiutable to the 
Recipient Member pursuant to Scotions 4.1 (b) tbugh 4.1 (d), until the amounts withhdd are equal 
to the total Taxiklvarms made to the Recipient Member. Amountswithheldunder the preceding 
&-e: (i) shall be deemed to have been dilrihted to the 'Rooipient M e m k  forpurposlw, of 
dttdmining the Recipient MmWs right to share in fiitun distriitions under this -, and 
(ii) shall be addedto theNet Cash Flow and applied inaccordance with the priorities in sectfon 4.1. 
I f ,  upon 1iqUida;tion of thc Company, the amounts withheld under this Saction 4.m) with rrspbct to 
any Member am less than the Tax Advances ec8iv8d by that M e m k  over the cocuse of the 
CompanYs existence, then such Member shall contribute cssh to the Company in an amount equal 
to tbe deficiency, which will be treated as proceeds available for distribution in accordance with 
Section 4.1. 
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4.3 Ge neral Allocation Rules. 

(a) - 'on Rule. For each taxable year of the C o m p y ,  subject to 
the application of Section 4.4, Profits and/or Losses shall be allocated to the Members in a manner 
which causes each Member's Adjusted Capital Acoount Balance to equal the amount that would be 
distributed to such Member pursusnt to Section 9.3(a) (iii) upon a hypothetical IiqUidation of the 
Company in accmdance with Section 4.3(b). 

(b) HvDattae tical Liuuidation D&&, In determining the amounts dishibutable 
to the Members under section 9.3(a)(iii) upon a hypothetical liquidation, it shall be presumed that: 
(i) all of the Company's assets arc sold at their respective values reflected on tho books of account of 
the Company, debmnined in accordance with Code Section 704(b) and Regulations themunder 
Oook Vaft$"', without fitrdwt adjustment (ii) payments to any holder of ti nomcorne debt are 
liraiteri.,to.thc Book Value of the assets s d n g  qqmmt  of such de& and (E) the pn>ceeds of 
such hypotktical sale are applied and distributed (without ratention of reserves) in accordance with 
Section 9.3(a). 

(4 SDecial Loss Alioosbo * n. If the Company incurs Losses at any time when the 
Membets' Adjusted Capitid Account Balances have been reduced to or bdow m, such Losses 
shall be allocated to tbe Members in Proportion to their Percentage Intetests. 

. (d) ' special * Profib Allocation If the Company incurs Profits at any time when 
the Members' Adjusted Capital Aoaamt Bakmces are less than zero and the hypothetical liquidation 

allocated to the Members in proportior, to their negative Adjusted Capital Aocouat Balances, Until 
such negative balanw have been eliminated. 

& w u w  &om. If the Maaagers determine, upon consSatian with the 
Company's tax advbrs, that allocstions of Protits and/or Losses over Lhe tmn of the Company am 
not Likely to pFoduce  the^ Adjusted Capifd Account Balancar intended under ti& Section 43, then 
spccisl allocatioas of iacorm; gain, lassandlor~ucticm shall be madc asdeemed neoessary by &e 
hhu-igm to achieve the intended Adjusted Capital Account Balancrw. 

' 'Ihc sllocations set forth in Section 4.3 rtre intended to 
amply with the req- of Regulations Sections 1.704-l(b) and 1,704-2. If the Company 
i n m  honmwrse deductions" or ''putner nmmourse deductions," or if there is any change in 
the Company's "midmum gain" or 'parfner n o n r e c o ~  debt minimum gain," as dethd in such 
Rcguhtkm, the Managers shall make the followiqj sdjmtments to the allomtias required under 
this Section 4 

df2mbcl in section 4.30) mId not result in any distributkns to the Members, hfits shill1 be 

(e) 

4.4 

. (a) "partner nornurse deductions" shall be allocated to the Member who 
bears the econodc risk of loss associated with wrch deductions, detamined in accordance with tbr: 
RegulatiMls; and 

(b) in the event of a decrease in 'Wminirmun pain" or "partner ~lnrecou~st debt 
minimum gain," items of income and pin shall be allocated to the Members in the manner and to 
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the extent requid under the Regulations to comply with any requirement for a "minimum pin 
chargeback" thereunder. 

In addition, if a Member receives an adjustment, allocation or disbibution described in Regulations 
Section 1.701-l(b)(2)@)(d)(4), (5) or (6) and as a result thereof has a negative Adjusted WitaI 
Account Batance (after taking into account the agjustments described in the foregoing Regulations 
Sections), items of i n m  and gain shall be allocated to such Member in an amount tlnd manner 
sufficient to constitute a "qualified incone offset" within the meaning of the Regulations. 

S~ecid Tax Allow ti*, The compmy shall. make such al ldons as may 
nasonably be required to comply with the requirements of Code Section 704(c) and any 
Regulations themmder with respect to any pt.oPerty contributed to the Company by any Membtr, 
using such metlid as is dotermined by the Managers, consistent with the reqUiremene of  the^ 
RcguIatiom promulgakd under Code Sectlon 704(c). If the Book Value of any Company 'assat is 
adjusted h wxordance with the Regulations under Code Section 7(14(b), the Company sfiall make 
allocations with raped to such wet in a manttcr determined by the Managers, consistent with the 
requirements of bgdations Section 1.704-1 (b)(2)(ivXg). 

4.5 

4.6 Cap ita1 h u q ,  A Capital Account shall be maintained for & Member in 
acoonSance with fhc, Regulations, under wifbrm policies and pmcedmx established by the 
Matagem, upon c o d n  with the Company's tax advism. 

&3 tmcnt of Ye@. Fecs payable to a Maiber, as provided m Article VI, shall be 
ttcated soleiy fbr tax purposes (and not far purposes of de&mhhg such Membeis right to d v e  

4.7 

such fees) as "guaranteed payments" within the maaning of code section 707(c). 

ARTICLE V 
AC;EMEN"OFTREmMPN 

5.1 Mcfllwmm t of the m. 
(a) A m m m  - J W - W m  . Tlkeday-t7-)-day 

busimss end affahvr of the Company shall be managed by the Companys "Adminisfaatiw 
w. The inirial Adm%stmtiw Manager of the Company shall be Jow~hon Vmb. An 
Administrative Member may be removed or replaced by the & d v e  vote of a n&xity in 

resigns, a replacanent Admiuishtm * Manager may be appointed by tbe sffhative vote of a 
mqjority in number ofthe Mamgers otha than the resigned Administrative Manager. Subject to the 
other terms of tMs Agt.cement, including Section 5.l(c) below, tbe AdministrativeMmager shall 
have the duty, responsibility and authority, of behelf of the Company, to, in accordance with d 
applicable Apprc~vedBudgct: 

. .  . 

n& .of the Managem other than the Administmtive Manager. If the AQlinistrat ive Mmagfx 

(i) negatiate and WLeCute on behalf of the Compaqpall imtnnnents and 
documents: (1) necessary to carry out the ordinary business of the Company (inctud;ng, without 
Limitation, checks, drafts and contracts which 8te terminable by the Company within 30 days and 
without penalty); or (2) approved by the Maaagcrs; 
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(ii) ovasee and manage the development of the Pc&erty; ' 

(iii) purchase liability and other insurance ta protest the Company's 
Property and business; 

(iv) 

(v) 

open bank accounts in the m e  of the Company; 

temporarily invest Company funds io short term insured a ~ ~ ~ u n t s  to 
the extent not required to pay the current expenses of the Company's 'business; 

(vi) employ accountants, legal counsel, m w a e  agents or other experts 

(vii) act as the "tax mattirspastoer" pursuant to Codesedion 6221; 

(viii) pay all expenses of thc Company, including, without limitation, . 

to perform services br the Company and to compensate them from Camptmy fimds; 

taxes, insmmce, property managemeat fees, legal, accounting and other prohsional s m k  fks 
(Ilbdordiimaintenance expenses, all in ac&b with ea& applicable Approved Budset; and 

Ci)  do and perfwm all other acts as may beneceaclary or appropiate to 
the conduct of the day-bdtty operations of the Compgny in tamdame with each applicable 
A p p r o v e d B ~ t .  

execute all GI- docmmm 'on necessary for the acquisition of (x) 
1andorf;or~closfngof~~~unir~onbehalfoftheManagers. 

09 
(0 Submission of AMual . On or belkre June 31 of each 

e year, tbe mnispt ive  w u  mi pxpi!%Euhit to the a pmpmxi 
pany's operations for the immediately following dendar year. (each, a 
. The initiaI Proposed Budget for the Compaay's opesations Cturing tbe 

paid begbnii om the date of this Agmmmt and ending on December 31,2006, is attdecl as 
Exhibit (''M PKrw>sed BI&& '). Before any Proposed Budget is implemented, the 
Mtumgees will be 1.equirtd to approve &e Proposed Budget as provided in h t i o n  S.l(b) (id) 
below. A proposed amdrnent to an Approved Budget will also require the eppppval of the 
Managers as provided in Section 5.l(b) (i) below. ' 

ai) M*P a, The Managers shall have thirty (30) days within 
which to review a Proposed Budget (or any amendmat to an Appmved Budget proposed by the 
Administrafive Manager). Unless a Manager objects in writing to the pmpogbd Budget (or M 
amendment to an Approved Budget) within sucb thirty (30) day pedod, the Proposed Budget (or 
amedmeut to an Approved Bud&) shall be deemed approved by the Managers and shall be 
deemed an 'I- Buds@ hemnder. "he Initial Proposed Budget is hereby approved by 
the wlanagws and shall be an Approved Budget. Until any PMpOsad Budget or amendment to an 
Approved Budget is adopted, the existing Approved Budget will remain in effect, aud the 
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Administrative Manager will be authorized to act in accordance with the previously existing 
Approved Budget. 

(c) M-4wL. Except to the extent specifically delegated to the 
Administrative Manager pursuant to Section' 5.l(a) above, the right to manage, control and 
coplduct tbe business and afbirs of the Company shall be vested solely in the Managers, and all 
decisions regardiag the operation of Company and its business and a W s  shall be made by the 
affirmative vole of a d o @  in number of thc Managers. The Managers shall devote bvoh time 
and eifwttb the Company and its business as isappropriate to conduct the business of the Company 
in an effective manner, but shall not be required to devote full time efhts  to the Company, Any 
vote that is deadlocked shall be resolved by J o d o n  Vent0 CaJtinS the deciding vote. Miions 
requiring the affumative consent of the Manages &dl include, but not be limited to, the followfng: 

(i) pay or commit to pay any extraordinary expense of the Company not 
authorbdinanApprovedBudget; 

' (u). incur any indebtedness, commitment, obligadon or liability other 
than as set forth in an Approved Budget; 

(rig cause the Company to enter into any agreement or eantractwhich is 
not terminable by the Company within 30 days and without peaaltr, 

(in) sell all or substantiaJly all of the Pmperty or acquire or sell any other 

the Company to borrow money, w h h x  secured or 
unsec- from banks, other landing h d ~ ~  any Member, any ABiIiab of a Member or any 
d e r  m m ;  

realproperty; 

(v) 

(vi) cause the Coanpany to encumber or grant security interests in its 
wets to secure repayment of bormwed sum; ' 

(vii) amand the Mcies of Organizaton, excupt that any mendmeats 
reqairnd under tk Act to 00lTCct any inaccuracy in tho Articles of Orgaairation or to reflect a 
c h n g e h  &e Members may be filed at any time by the Admi~thative m, 

(viii) authorize the Company to make an assignment for the benefit of 
oreditors of the Company, file a voluntary petition in bankrupOoy or consent to the appointment of a 
receiver ibr the Company or its a m ;  or 

(ix). takaanyotheractimrequiringtheoonscatofthe~undsrdle 
terms of this Agreemart, 

(4 s&.@Fv- Accoun$. "be Administrative Manager shall cause the 
Company to open a business checking account at National Bank of Arizona, !komdale, Arizona 
rrnd at Union Bank, St. Charles, Illfnois. The Adminjsaative Manager shaR be authon'zed to sign 
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checks in the Compan~s m e  to the'extent any such check is for the payment of an expense 
reflected in an Approved Budget. 

5.2 on Liilitv; I n d d t y .  No Mmger or Member, or its or thtir 
Affitiates (an "&&r"), shaU be liable to the Company or to the other Managem or Members for 
actions taken in good Mth by the Actor in C O M ~ O I I  with the Company or its business; provided 
that an Actor shall in all imtmces remain Liable for acts in breach of this Agemknf or which 
constitute bad faitb, hud, willful misconduct or gross negligence (except to the extent the 
Comparny is cornpeasated fa the m e  by insurance coverage main&iaed by the Company), The 
Company, it9 receiver or hustee shall indernniq, dsfind and hold harmless eacb Actor, to the extent 
of the company's as&s (without any obligation of any Membex to tnake contributions to the 
Company to fiiMll such indemnity), h and against my liability, damagc, cost, expense, loss, 
claim or il&pent incurrad by the Actor arising out of any claim based upon aots perEonned or 
o m h a  to be perfbrmed by the Actor in connection with tho buslness of tbe Company, includbg 
without l i o n  attomy$ fees and costs 'bumd by the Actor in the setd4imcnt or defense of 
such claim; provided that no Actor shall be indemnified for claims based upon acts p d o d  or 
omitted in breach of this AgmmCnt or which constitute bad faith, fraud. willful miscbaduct or gross 
Iqgugence. 

53 - t o  f ManaRer Fxpexms . EachManapshall beentitledto 
reirnburimmt b t h c  Company far costs incurred by it in cormeotionwiththe pedbrmaweof its 
duties hemmder, but only to the cxtent such expenditures are set forthin an A p p d  Budget. 

ARTIcLlEVI 
FEES TO TEE MANAGERS, 
M E M s e R s r n ~ A r n L I A ~  

6.1 & Tble Eollowing fees shell be paid to certain Managurs, OertaLZ Members and 
CertainoftheirFerrpacrive~1tiat€s: 

(a) Fs. In connection with the infrastruchpe developmeat of 
the property and tht development of the office wndominium buildings, the Company shall pay a 
development fea of $l,OOO,O00 (the "peVelowng&&$) to Grace, which is owned indirectly by 
Jonilthon Vento, a Member of Vente, and by zeltor. The Development Fee shall be payable as 
follows: $500,000 upon the close of escrow to purcha~~ the Property (provided all equity has 
beenreceivedbytheCompany)andthebalance~O~paid~equalmonthlyinstallmentsowstho 
mmahhg ten (10) month period ($50,000 per month), commencing with the'acqUidtiOn date of 
thc property. 

conslNction of the Property, the Company shall pay a building coastNotion management fee of 
' $250,000 (the "€3ujHp clmhmtk- ent Fee'') to Vento, a Ivlanager and Member of the 
Company. Ihe Building Corrptruction Management Fee shall be paid in five (9 equal payments, 
commencing with the issuance of the prelLninaty grading permit for the buildings. 

Q) Bu i i d k  C- Manaaement Fee. In connechlon * wifh the 
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6.2 Dea !hE With dl0 & m m y .  lEach Manager and any of its Mliates shall have the 
right to amtract or otherwise deal with the Company for the renditJon'of services and other 
pposes, and to w i v e  payments and fees from the Company in coxmxtion therewith as the 
Managers shall determine; pxovided that. (a) such payments or fees, other than those specifidly 
coveted in Section 6.1, are comparable to the paymen@ or fees that would be paid to unrelated 
Persons providing the same property, goods or services to the Company; (b) such agreements are 
terminable upon sixty (60) days' noti% without penaltr, and (c) al l  such agreements am l l ly  
disclosed to the Mtmagexs prior to their effdveness. A h4anager may provide accWnting and 
other adminimtive d c e s  to the Company and in such event shall be reimbursed for the cost of 
providing such e, vided that such cost shall not exceed the prevailing rate or cost for such 
d c e s  inthe Phoemx, Amma metropolitan errca. 

ARTICLEWT 

The Company ShaII d i n  and preserve at its offioe all accounts, books, and other 
relevant Company documents as may be requited to be &+d under the Act or the Code. Each 
Member shall have the ri& d m j q  ordinary busiiess hours, to inspect and copy such C o m p y  
clocuments at the Membcrs expense. 

8.1 Gme&.' NoMtanbershallsell,asSign,~~~hhypothecate,ttlMlmberorotherwirse 
voluntarily tra~diz by any means whatma ("Transferz either W y  or indirectly, all or any 
portion of its interest in the Company without thecorrsent ofthc Managers, which consent may be 
wirhheld in the sole and irbo;olutc discretion of esoh Manager. A transferee or a Membeis intereStb 
the Company will be admitted ns a S u m  Member only pursuant to Section 8.3. Any 
purported Transk which does not comply with the providons of this Article 8 shalJ be void end 
shall not cause or constitute dissolution of the Company; provided, however, that this Saction 8.1 
shall not be construed to prohibit any T d x s  betweem or among existing Members of the 

o f w r ' s  hemst. If, pursuantto a Tram& of an iodaest in tbe 
Company by operation of law and without violation of this Article VIII (or plrsrrant to a "musf@ 
that the Company is required to recopiz notwitManding any contrary provisions of this 
Agreernentx a Person acquirm aa intertst tn the Company, but is not admitted as a SUbdAitrded 
Member pursuant to Section 8.3, such Person shall be entitled to receive distributions and 
allocations with respect to such intaest as set h t b  in this Agnxment, including Section 8.4, but 
shall have no right to any idormation or accounting ofthe sffairs of the Company, shall not be 
entitled to inspect the books or records of the Company* and shail not be entitled to any of the rights 
ofaMmager ora Member under the Act or this Agreement. 

Company. 

8.2 

8.3 e d m  , Except as providedin Section 8.1 above, no Person taking or 
acquiring, by whstever meaos, the interest of any Member in the Company shall be admitted 8s 8 
Substhted Member without the written consent of the Maatgas, which i;onsmt may be withheld 

, 
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in the sole and absolute diswtion of each Manager. In addition, such Person shall sat* tho 
following requirements: 

(a) Elect io become 8 Substituted Member by delivering notice of such election 
to the Company; 

@) Execute, acknowledge and deliver to the Company such other instwnen& as 
the Managers may reasonably deem xwmsary or advisable to effect the admission of such Person as 
a Substituted Member, including, without limitation, the written a~~~ptatlw and adoption by SUcJl 
Person of the provisions of this Agreemen% and 

(c) Pay a transfer fee to the Company m an amount suflicient to cover all 
reasonable expenses connecw w81 the admission of such P e w  as a SuWtuted Member. 

The Members shall amex+ this Agreement and the Artides of Organiition (to the extent required 
by law) h m  time to time to reflect the adrniion of any Substituted Members. 

8.4 @&&uti0 'om in to . Iffany inkmst in 

ArticleVm, profits, Lases, tcichitembreof and all otheaitems atbhtable to such interst fw 

account thi3ir vatying mtercsts dudngtheperiod in accordance with coda Section 706(d), using any 
conventions pedtird by law d dected by the Managerg. AH disttibutioats on or before the date 
of such Transfer shall be madc tothe transferor, aad all d i i i i o n s  thereafter shall be made to the 
tlxmkee 

*e~yismfnand:&caaCo*Td m~zw%rkprwisioMoftbis 

Such period shall be divided &ndalldbetwecndu: transferarandthe transferee by taking into 

8 3  mi Re&& If any Mexnber sfuld receive a brma fide offer to pmchttse 
all or any w o n  of suoh Membw's Company Interest ( e h  d i i y  or thtau& the sale of gcaater ' 
tban fifty percent (50%) of the equity of such Meaibet, if such Member is an w), which such 
Member desirest0 accept, suchkbex  sball first notilj thc other Members in Writing o f b  name 
and address of the offeror and the* and twms ofthe om (and fotward acomplete copy ofsaid 
offer to each orher Member). Tbc other Members shall then k v e  theright, for apetfod of tbiay 
(30) days following the receipt of such notice, to purchase said interest, or the podon involved m 
the om, for the same pice aad on the saw ~erms as comalned in the notice, mt ofany 
commisSion agreed to be paid in connection with said offer. If more than on13 Member elem to 
purchase the ofFend intemt, then those Members MI punbase the offtyed intcrtSt in the same 
proportion as thew Percentage Inttmts bar to one anow, or in such other propordon as the 
purchasing M e m b  agree. If no other Member timely dects to pudkW? the ofkred intamst 
d\ping h whbb thirty (30) day period, thr: b&€!& Illfly then be S d d  and assigned t0 the 
uffm, but only for &e prioe ad on the temw contained m the notice to the 0therMombe-a. Ifthe 
sale snd dgnal& to the OflFeror is not be conc~uded within sixty (60) days fotlowing the 
expiration of thc i W  thirty (30) day period given to the otfier Members, no sale or assignment 
shall be made witbout again & d m g  the o k  Members the right to pwchasc as hecehbove 
Provided. 
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9.1 DissolutioQ. The Company shall dissolve upon the first to occur of the folbwhg: 

(a) 

(b) 

The written agreement of the Managers to dissolve the Cornpans 

The sale of all of the Company's property and the ~ l e c t i o n  and distribution 
of all proceeds therehm; 

(c) 

(d) 

The entry of a decree of dissolution under Section 29-785 ofthe Act; or 

Upon an Event of WitMrawal with nspect to the last remaining Member. 
Except as provided In this Section 9.l(d), the Company shall not dissolve upon the occumnce of 
an Event of Wilhdrawal with respect to any Member or Manager, but shall instead continue its 
business without interruption until subsequently dissolved as prwided in this Section 9. I .  

9.2 windine:. 

(a) 'ce of W i d i  UP. ~~ Fdlowiog the dissolution of the Company, as 
pvided in Section 9. I, the M;anagers sbd exewte and file a notice of winding up with the &na 
cofporation commission. 

93 &g@&Qg. 

(a) Upon dissolution of the Company, the aflFairs of the Coanpaay shall be 
wound up and all of its debts aod liabilities di-ed in the order of priority 88 pmvided by Iaw. 
Any gain or loss on disposi~m of company ppe* m the process of liqlddation shall b 
dlocatdd'to the Members in the manner set forth in Article W. The kirmaxkct due of any 
pmpaty to be dkibutedmkind shall thenbe ddemined by an independontapPaaisar Set& by 
the Managers. The difkence bewaan the value of property to be distributed in kind aad its book 
value shall be treated as a gain or 1oss.on the sale oftbe property andshall k allocated to the 
Members m the maoner set forth m Miclc N. The proceeds from liquidation of the Company 
assets shall be applied as fdlows; 

Payment to &tors of the Catnpany, orher than Membm, in the 

Payment of Member Loans, if any, made to the Company. 

To the Membm in mrdance with Section 4.l(b) h u g h  (d). 

(i) 

(ii) 

(iii) 

order of priority pmvided by law, including establishment of any necessary mefves. 
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(b) The winding up of the e r s  of the Company and the distribution of its 
$ssets shall be conducted by the Managers, who are hereby authorbd to do all acts a u b M  by 
law for tbiese purposes. Without limiting the generality of the foregoing, the Managers, in cartying 
out such winding up and distribution, shall have full power and authority, in uleix disCretiOn, b sell 
all or any of the Company assets, or to distribute the same in kind to the Members (and the 
propdon of such share that is m i v e d  may vary from Member to Member), and may purchase 
any Company assets fox the fair market value thaeof, 8s detedned pursuant to Section 93{a) 
above. Any assets cktriW in kind shall be. subject to all agreements rebting thereto which shall 
sutvive the termination ofthe Company. 

&ti 'ch of Termination. When all debts, tiabilities and obligations hak been paid 
and discharged or adequate provisions have been made therefor and all of the remhing property 
and assets have been distributed to the Members, articles of termination shall be executed and filed 
4th the Aximm Corporation Commission by the Managm. 

9.4 

AR.TIcLEX 
Ml!XELLANE.€)US PROVISIONS 

10.1 Notices. Any wtlaen notice, offer, demand or communication required or pmitted 
to be given by any provision of this &geema shall be deemedto have been sufficieudygIven fbr 
all purposes ifdelivesd personally to the party to whom the same is directed or if sent by c d d  
mail, return d p t  requested, a d d d  to eaclt ManagerJs and Membet'saddressassetfixih OD 

J$&&& Any suchnoticetolatis m t b y  Ccrtifiedmsit, returnrece ipt~shal lbedcemed 
to begiven two(2)daysafbrthedate on which the same is mailed. Ohexwise, such notice ddl be 
deemed @veil upon rBcBip3. Any Mtwttga or Marnber my change its address fbr purposes of this 
Agmment by giving wrim notice of swh change to the other Managars and Membcrs. 

10.2 &&JeandSection Heath 'm. TheAr t i&andsec t ionhead ingr r in th i s~  
are inearted for tonvanjeplce ami idcntificationdy and am in nib way intended to clefink or iimit the 

Construction. Wheneverthe shgubx number is used herein, the same shall include 

is stricken or deleted h t h i s  Agreemeat, such Ianguagesldl be deemad mverto h a v e a p p d  
huein and no other implication shall be drawn tbese$.om. 

S d l & ,  If any coy- d t i o n ,  term or provision of this Agmment is 
ilIegd, or if the application thereof fo any person or in any oiroumstance shall to my extent be 
judicially dctnmined to be invalid or d d 1 ~  the reinaimder of this Agreement, or the 
application of swh covenant, condition, term or provision to persons or in oircumstances othet than 
those 13 WMCh it is held M i d  or unenforceable, shall not be affected thereby, and each owcnant, 
colbdjtjon, tan and provision of this Agreement W be valid and enfoIceable to the West extent 
peamittmi by law. 

Scope, aCtent M intent Of th iB  A- OT Of the prOViSiOlS haeof. 

103 
tbeplraal; and ~ ~ , m a s c u l i i d  femininegzaden shan include each&. Ifany language 

10.4 

10.5 OOveminP Lay . This Agreement shall be construed and enforced m Bccordance 
with, and govund by, Ariaona law. . 
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10.6 counterp arts. This Agteement may be executed in one or more cmm- eaoh 
of which shall, for all purposes, be deemed an original and all of such coudtetp8tts, taken to-, 
shall constitUte one and thc same Agrement 

Entire Aareement; Anmuhem . This Agreement constitUtes the entire apement 
of the parties. Ai1 prior agreements among the parties, whether written or oral, an merged W n  
and sbaU be of no force or e m .  This Ape- m y  only be amended by a Written htrummt 
signed by all of the Managffs and all of the Members. 

10.7 

10.8 Further Assurances . The Members will execute and deliver such further ~nslruments 
and do such further acts and things as may be rcqubedto carry out the intent and purposes of this 
Agreement. 

10.9 ~ s s o r s a n  d m. Except as otherwise provided in this Agreement, every 
covenant, tarn and provision of this Agreement shall be binding upon and inure to tho -fit of &e 
Members and their respective Mq legatees, legal repre9entativesy ~ u ~ c e ~ ~ o r s ,  transferees and 
assigns; provided that this Section 10.9 shall not be deemed to: (a) authorize any Trensfm not 
otherwise permitted under this Agreement; (b) conk upon the assignee of a M&fs interest 
auy rights not specifically granted uodcr this Agreement; or (c) supersede or m o d i  in any 
manner any provision of Section 8. 

10.10 -m. Each Member irrevocably waives any right it may 
have to maintainasy action for @tion with respect to any of the compglTy'8 am&. 

10.11 Attorned Feq. In tbt event any Peay to bJs Agreement shall be required to idtiate 
l~proceedingstoenforoe~~Ofanytem!orconditionOfthiSAgpewneat,including.btrt 
not Umited w the payment of money or the e a j o i i  ofmy action pxddbited bsrewder, tbe 
pmvaihg party shall be entwbd to mver such sum8, in addition to any other dsmagss or 
COmpetlS8tiOD. recehnd, as will duburse the pmrailing party fbr reaisanabfe attorneys' fees and 
court cosb incurredon mxount thereofnotwid.lstaadmg t h e ~ o f t h e c ~ o r c a u s e o f ~  
asdbyhprevailingparty. 

10.12 s. The rights and d of the Mmbm tmmdershall not be muftralIy 
arclusive, and fhe exqise by any Member of any right to which it is entitled shall not preclude the 
extmise of any 0th right it may have. 

10.13 Tax Eltctiong. The Managers shall cause the Company to make all electiooS 
required or permated bbe made for incm tax purposes. 

Companyy to each Manager and to eech other Member that: 
10.14 Each Mmb tepresents and WazTadB to the 

It has acqukd its interest in the Company for its own Bocount, for {a) 
investment, and not witb a view to or tbr thc nsale, distribution, subdivision or tiactIonslizatioq 
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(b) It has no contract, undertaking, understanding, agrmat or -gem@, 
formal or ftlformal, with any Person to sell, transfer or pledge all or any portion of its interest in tho 

8-t or arrangement; 

It has such busiiss and financial experience alone, or together with its 
professional advisers, that it has the capacity to proiect its own inttrcsts in connection With its 
acquisition of m interest in the Company; 

Company and has no current plans to enter into any such contract, undertaking, understanrll 'n& 

(c) 

(d) It has sufficisnt financial strength to hoid the Interest in th~ Company as an 
investment and bear the economic risks af tbat investment ( h h d m g  possible complete ioss of such 
investment) for an indefrnitt period of time; 

(e) It bas been a&&d the 8ccess to tfie books, f m i d  statementsj 
records, contracts, &Jlcuments and other informatim colLceming the Company and the prospective 
business of thc Company as has been afforded the other Mei~bcrs and has been ~ I ~ x W  8n 
opportunity to ask such questions $8 it bas deemed necessary OT desiraMe in order to evaluatethe 
mefits and W s  of the inwsrment contcmpW herein; 

(Q It has performed its own due diligence with respect to its hteFeat in the 
C o m p y  and is relying on that due diligence mmakiag tbis investment and it is not relying 011 the 
other Members, any of the Managers or Wi nspective Affitates with respect to tax, suitability or 
other economic consida;r$ions; 

(g) TI& Agreement cod- a legel, VaHd and b d n g  obIh#on of thc 
MGmber enforceable against tbe Member in accordance with its 

(h) To the Member'sImawlbdge, the execution, deIivwy andperhnmw ofthis 
Ageemeat by tho Mmkdoes not and wiU ad violate, conflict with or oontravene aayjudgmmt,, 
order, decree, writ or injunction, or any law, rule, w o n ,  cooltract or agmcment to which the 
M a n k  is subject 

Upon the later of the close ofesorow forthe purchase of the Roperty by the 
Compuy orupon IW! receipt of all quivas dcsctibedingxhibit A, otace shall be nadited with 

deposit money win be reimbursed to the appropriate entitiea All money a d d  by Grace prior to 
close of escrow shall be treated as a member ban as described in Section 3.l(d). 

10.15 Upon the close of e s ~ o w  for the prnchase of the ProPerry by the Company and at aII 
timestkmdta, d t h c  entire parcel is soldorh individual units are sold, only thc Managen and 
NOT the Memks shall be required to provide capital above tho initial eplpatal cmtr i ins  used 
i%r acquisitionequity and operating expensosas neasaary toapprove the pmjed witfithe ciry of 
Burr Ridge and to pay all wrying charges requind but not limlted to real cstete taxes, hornsowner 
association fees, loan costs and payments, dm fees, engi~~~ring f a ,  City of Ehrr Ridge 
department of real estate application armd processins fk that are in excess of the initial capital 
collected at rha formetion of this Company. The Managers shall be pm6tted to either b o r n  the 

and 

(i) 

~ I O p I n e n t  mts plus misoellaneous 0petath.g expenses as ciesaibed on l3xuUJL and all 
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additional capital necessary for completion of the project or the Managas may provide additional 
capital pro rata. 

10.16 The Company will establish a checking account with all ch& rgIuiring approval 
by Jonathon Vent0 or Donald J. Zeleznak, who shali be rhe sole silplators on the account 

10.17 Upon the close of escrow for the purchase of the Property by the Company, the 
Company shall be required b deposit all proceeds or excess capital in e x c e ~  of the acquWon 
equity into an operating Bccowlt. This money shall be used to obtain the approval of the City.of Burr 
Ridge of the Compy's development plans for the Pqexty  and to pey all carrying charges 
required, including but not limited to, real estate taxes, h o m e o m  associ&on fees, lorn costs snd 
paymen& an3@ectural fees, mghedng fees, City of Burr Ridge department of reaI estate 
application and processing ftes and all other predevelopment fees. This mwey shd be placed in a 
business checking accouat. 

ARlllCLjEM 
DXSCLOSURES 

Donald J. zelenak, hereby discloses that he is: (a) B l i d  real cstak; broker or 
agent in the State of Arizomq (b) amanager of (3mq and (c) amember of zeltor, which is a 
Momtux and 1Mt.plaget ofthe Compmy and amemk of Orace. Upon the dose of e m  for the 
pu&aseofthttproPerty by the Cumpany, Daaald 3. Z e l d  PIX, kensed with KeUer Williams 
Souhat  Realtyt drall be eMitled to areal estate brokerage commission as.rqnesesntative ofthe 
Campmyt as the buyer of the Property. Also, after the close of such escrow, the Company ahall 
enter into a Development-t andaConstrucdan Management Agteetnent with cirace atxi 
an agreement with Vent0 to manage the design, appmvd, and development of the Pmpeaty and the 
g d  business ofthe Company. 
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IN WJTNBSS WHEmOF, the parties hereto have exe~uted this Apement effective as of the date 
first above written.. 

VENT0 INVESTMlN'?'S, LW, gn Arizona 
limited liability coplpc 

' 3  

i . ,  

I 

. . .  

. .  . .  i ' !  
I 

ZELTOR, LC, aNevada limited liability 
company, Manager wd Member L f  

WZ ASSOCIATES, L E ,  AJ$ZDIM limited liability 

ACCOOO327 
FILE -51 

2195 

BLKOOOIOO 



Managers' & Members' Names an d Arl$resses jnitiat Caoital Contn 'bution Pemtag e Interest 

RYZAssocia LLC AZI 
Total 

$45 

$45 

$10 

21 
SAGmoo Cap\Bun R W B u n  Rids Ofticc InvatOnlOprnting AgmmencBun Ridge Offid Investon Find l.OS.O&doo 
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